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MR. SKIRM: Pegey, how many times do 
you use a sheet of carbon paper? 
PEGGY: Why, uh... ah, about 20 times 
T guess. 


MR. SKIRM: [ thought so. Here, take a 
look at this: 


Mr. Skirm yelled, “WAI T / , 


...SO | waited! 








This {8s the sixtiet 


sheet. of 
of the Royal Typewrit 





r 
a clear, legible copy 





Park Avenue Carbon Pap 


year 
et we ds dD 





of carbon paper had been us: e 

The test was made at the U 3 
Company, I[nc,, one of America's largest 
independent testing laboratories. Ses what 


this sixtieth one is} 








PEGGY: Jeepers, it’s a miracle! How 


come? 


MR. SKIRM: As I understand it, Park 
Avenue is deep-inked by some special 
process that soaks the ink deep into the 
paper. Another reason is Park Avenue’s 
extension edge. That lets you reverse 
each sheet, top to bottom, so that you 
use all parts of the paper. 

PEGGY: Ah me, too bad such 18-carat 
carbon paper can’t be on the desk of every 
girl in the office. 








MR. SKIRM: It’s going to be, starting 
Monday. And, believe me, I’m going 


Laboratory test No. 36092-NY. issued October 6, 194z 


to expect you girls to get a lot more 


mileage out of your carbon paper from 


now on! 


*Trade-Mark Revistered U.S. Pat. Off. 
Copyright 1942, Royal ‘typewriter Company, Inc. 
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ROYTYPE 


Carbon Papers and Ribbons 
made by the 


ROYAL 


TYPEWRITER COMPANY 
i 











Park AVENUE is only one of the out- 
standing carbon papers in the Roytype* 
line. Roytype is the carbon paper and 
ribbon division of the Royal Typewriter 
Company. Why not get your purchas- 
ing agent to call in the local Royal 
Typewriter representative today? He 
can quickly show you which weight 
and finish of Royal Carbon Paper ex- 
actly fits your every typing need. 


* * * 


The armed forces need typewriters! 
See how many of your standard ma- 
chines (made since Jan. 1, 1935) you 
can spare. Call your nearest Royal 
Branch — we will buy them, affix the 
Government seal, and pay you the Gev- 
ernment fixed price. 
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DATES AHEAD 


MEETING DATES OF 
CONTROLS 


January 

January 5—Buffalo, Twin 
Cities 

January 6—Bridgeport 

7—Philadelphia 

January 11—Chattanooga, Kan- 
sas City 

January 12—Cincinnati, 
land, Milwaukee 

January 13—Baltimore, Indian- 
apolis 

January 14—Dayton, Hartford 

January 19—Springfield, Syra- 
cuse 

January 20—New York City, 
Pittsburgh 


January 21—Los Angeles, San 
Francisco 


January 


Cleve- 


January 25—St. Louis 


January 26—Chicago, Detroit, 
District of Columbia, Hous- 
ton, New England 


January 27—Louisville, Roches- 
ter 


February 

February 2—Buffalo, 
Cities 
February 3—Bridgeport 

4—Philadelphia 


8—Kansas City 


February 
February 


February 9—Cincinnati, Cleve- 
land, Milwaukee 


February 10—Baltimore, 
tanooga, Indianapolis 


Chat- 


February 11—Dayton, Hartford 
February 16—Syracuse 


February 18—Los Angeles, New 
York City, San Francisco 


| February 22—Pittsburgh, St. 


Louis 


February 23—Chicago, Detroit, 
District of Columbia, Hous- 
ton, New England 


| February 24—Louisville 


February 27—Rochester 


Note: These are scheduled dates. 
Some changes may be made. 


Twin | 
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Leditortal Comment 


Extension of Time for Filing Tax Returns 


SURVEY is being made by The Controllers In- 

stitute of America to learn how many com- 
panies will wish to have extensions of time in which 
to file income and excess profits tax returns, and 
whether such companies will agree to supply on 
March 15, in filing their tentative returns, certain 
information which the Treasury Department has 
specified, using estimated figures. Letters were sent 
to members of The Institute on January 13, describ- 
ing the plan of the Treasury Department. 

This survey was undertaken by The Institute as a 
cooperative move to aid the Treasury Department in 
obtaining information as to the anticipated needs of 
the larger business concerns with respect to exten- 
sions of time for filing returns. The Institute’s Com- 
mittee on Cooperation with the Treasury Depart- 
ment, of which Mr. F. G. Hamrick is chairman, has 
the work in charge. 

The information which the Treasury Department 
wishes to have, when the tentative returns are filed 
on March 15, is described in a memorandum pre- 
pared by the Treasury Department, which reads: 

“If a more liberal policy is adopted in granting 
corporate taxpayers extensions of time for filing in- 
come and excess profits tax returns, it would be de- 
sirable to have the following information made 
available on the tentative returns which will be filed 
on March 15. 

“1. Form 1121 return 
“The following information would be useful if 
shown on this return: 


“(a) 
"(b) 


The method of computing the excess 
profits credit. 

Whether or not the taxpayer is filing a 
consolidated return. 

Normal tax net income. 

Excess profits net income. 

Adjusted excess profits net income. 
Excess profits tax (before foreign tax 
credit). 

Credit for debt retirement. 


“(c) 
“(d) 
“(e) 

(f) 





“2. Form 1120 return 
“The following information would be useful if 
shown on this return: 


“(a) 
“(b) 


ee 


consolidated return. 


profits tax computation. 
c) Declared value excess profits tax. 
“(d) Income subject to excess profits tax. 
“(e) Normal tax net income. 
“(£) Normal tax (before foreign tax credit). 
“(g) Surtax (before foreign tax credit). 
“(h) Total assets.” 


Estimated figures may be used in the absence of 
actual figures, it is pointed out. The controllers ad- 


Whether or not the taxpayer is filing a 


Net income for declared value excess 


dressed were asked simply to give a “Yes” or “No” | 


answer to the question: 


“As a condition precedent to the granting of an | 


extension of time for filing income and excess prof- | 
its tax returns, could the information called for by | 


the enclosed memorandum be made available on the 


tentative returns which will be filed on March 15th?” | 


The controllers were told that a brief explana- 


tion would be appreciated if their answer is “No.” | 


They were asked also to indicate: “How long an 


extension of time within which to complete the final | 
tax return do you estimate will be required in the | 


case of your Company?” 

The covering letter indicated that a reply to the 
question whether or not the taxpayer is filing a con- 
solidated return would not be construed as consti- 
tuting an election. It was emphasized, too, that it 


is understood that the information called for must 


necessarily in many cases be, if supplied, on an 


estimated basis. The hope was expressed that the | 


estimated figures will be within five or ten per cent. 
of the figures for the same items which appear on 
the final return. 





This attitude on the part of the Treasury Depart- | 


ment, with respect to extensions of time for filing 


returns, is directly attributable, of course, to a reali- | 


zation that the 1942 Revenue Act is the most com- i 
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plex law ever enacted and that it imposes the heav- 
iest tax burden in the history of the United States. 
The controllers and their Institute are glad to co- 
operate with the Treasury Department in securing 
the desired information concerning the needs and 
the attitude of corporate taxpayers with respect to 
extensions of time and with respect to making ad- 
vance information available in estimated form. 


Shall Controller’s Name Appear on Financial Statement? 


a ee neatly printed sixty-sixth annual report of 
A. G. Spalding & Bros. Inc., has come to hand. 
It is for the fiscal year which ended October 31, 
1942, so controllers generally need not be envious 
of the early appearance of the report. The name of 
Mr. W. B. Gerould, Controller, appears beneath the 
two-page spread, Consolidated Balance Sheet; be- 
neath the Consolidated Profit and Loss Statement, 
and beneath the Statement of Consolidated Surplus. 
There are no qualifying words, or statement. Just 
the signature, and title. 

The other names appearing in the report are those 
of the president, Mr. Charles F. Robbins, as a signa- 
ture to his Statement to Stockholders; the signature 
of Ernst & Ernst, public accountants, to the Report 
to Stockholders; and the names of the company’s 
directors. 

Attaching the name of the controller to the finan- 
cial statements is a custom which is being adopted 
more widely each year. Publishing the name of 
the controller inspires confidence in the minds of 
stockholders, bankers, and the business public gen- 
erally. It discloses the name of the man who is re- 
sponsible for the figures—for their accuracy and 
completeness. It is notice to the world that this man 
stakes his reputation—it might almost be said his 
professional reputation—on the accuracy of the fig- 
ures, and on the fact that they make a complete dis- 
closure of the progress and state of the company. 
It centers responsibility for the figures on one man. 

The Securities and Exchange Commission has 
pointed out that full and final responsibility for the 
correctness and completeness of financial statements 
rests on the company, irrespective of how many ex- 
aminations and audits may have been made by out- 
side agencies; and within the company that respon- 
sibility has gravitated to the controller. It is not 
surprising, then, that the quality of controllership 
has improved in late years. Public opinion is back 
of the honest controller, and his status consequently 
has been strengthened. He has a real function to 
perform, and the value of that function has been 
recognized. He is the real bulwark of the stock- 
holder, and of the board of directors, and in a great 
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majority of cases, we are happy to be able to say, 
of management as well. 

It should be a great satisfaction to the manage- 
ment of any business to have a competent man in 
the office of controller and to know that all the 
figure-facts concerning the operations and state of 
the business are coming to it regularly, and in ac- 
curate form. That they are essential for the mak- 
ing of sound decisions is being more widely recog- 
nized even by the managements of small and me- 
dium sized companies, than in earlier years. If such 
companies are compelled by circumstances to go out- 
side of their own organizations for such services, 
there is a certain indefinable, intangible something 
that is lost, especially if it is found necessary to 
merge controllership functions, such as the prepara- 
tion of financial statements, with the auditing and 
checking functions usually performed by profes- 
sional auditors. 

Companies which publish their financial state- 
ments over the signatures of their controllers, it is 
felt by many, gain something in the eyes of the 
business public. 

Changed procedures such as these find their way 
into common usage slowly. Controllers should not 
be discouraged if their managements have not seen 
fit as yet to adopt this procedure. It should be 
sufficient for such controllers to know that such a 
trend exists, and that it has been recognized in many 
quarters. It has been under discussion for several 
years, for instance, by such organizations as the New 
York Stock Exchange. 

The Controllers Institute of America has taken no 
stand in the matter, and has made no recommenda- 
tions that this procedure be adopted. Conditions 
vary too widely in companies’ organizations and cus- 
toms to expect that there will be a quick and almost 
universal adoption of this procedure. Controllers 
themselves are not of one opinion as to its desirabil- 
ity. It appears to be a matter of slow evolution, de- 
pendent largely on the changing of conditions and 
internal organization setups. However, it is a sub- 
ject to which managements may well give careful 
consideration, especially at the turn of the year, 
when thousands of annual statements are in course 
of preparation. 

It must be pointed out that failure to name the 
man. within a company who is responsible for the 
figures is no reflection on that company, or on the 
controller. It may well be that the management it- 
self, perhaps the president or the board of directors, 
by inference or directly, prefers to assume the full 
responsibility. There can be no criticism of that 
procedure. 











War inevitably brings great change, 
and change generates new conditions 
and pressures where they are often 
least expected. Because such dynamic 
conditions are likely to shift the posi- 
tions of companies within an industry, 
or even wipe out whole industries, the 
position of a controller alert to change 
becomes tremendously important. 

I cannot hope to. cover the entire 
range of war-generated problems that 
will face controllers, nor indeed can I 
cover any one important problem as 
well as I would like. But I can sketch 
a few general problems and indicate 
in outline some of the solutions. With 
this aim in mind I have decided to dis- 
cuss as a related group four main types 
of problems that will face controllers. 
The four problems deal with: 

1. Manpower in Relation to Budgets and 

Costs 
2. The Pressure on Price Levels and Their 

Relation to Financial Requirements 
3. Post-War Planning 
4. The Meeting of Emergency War De- 

mands. 


Each problem is sufficiently impor- 
tant to be discussed alone. But instead 
of so specializing the discussion, I 
have chosen to emphasize the related- 
ness of the problems. 

1. Manpower in Relation to Budg- 
ets and Costs: So much confusion ex- 
ists in current discussion of manpower 
requirements that a brief factual back- 
ground is essential for anything that I 
might add. 

During October unemployment de- 
creased from 1,700,000 to 1,600,000. 
There were 1,400,000 more women 
employed in non-agricultural work this 
October than last. Besides the unem- 
ployed (those seeking work and un- 
able to find it), there is a potential 
labor supply of about 4,000,000 who 
are not seeking work, but will take 
jobs if offered. These consist mainly 
of housewives, students, and those who 
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are under no strong financial pressure 
to work. 

From these figures it is clear that 
total production is limited, if we are 
to draw off 500,000 per month for 
the armed forces; the peak of total 
production will be reached about Feb- 
ruary of next year (1943). Since the 
production of war goods, which now 
accounts for about 60 per cent. of the 
FRB index of production, is likely to 
rise another 20 per cent., it follows 
that civilian consumers goods produc- 
tion would have to decline by 30 per 
cent. if we were now at the peak of 
total production. Since total produc- 
tion will probably rise about three per 
cent. more, civilian production need 
decline by no more than 25 per cent. 


WorKERS WILL SHIFT TO WAR 
INDUSTRIES 


Many workers will shift from civil- 
ian industries to war industries for the 
simple reason that all wages are frozen. 
The accompanying table shows aver- 
age weekly earnings in all manufactur- 
ing, in the paper industry, and in 
other selected industries. The paper- 
board industry, for instance, has a 
wage level sufficiently near the aver- 
age earnings level that it should be 





able to hold its workers reasonably 
well, especially since the 42.5 average 
hours worked can be raised by use of 
time and one half for over-time. But 
defense industries will draw workers 
from the paper industry which in turn 
should be able to draw them from the 
textile and other low wage industries. 

The time and one half for hours 
worked above 40 per week should be 
employed wherever practical; its use 
will raise the average earnings sufh- 
ciently to decrease substantially labor 
turn-over, and perhaps not result in 
increased wage costs per ton. Besides, 
industry should endeavor to get better 
use of available manpower. 

The accompanying table shows the 
number by five-year intervals, of men 
and women by age groups from 15 to 
45, as well as those of 45 years and 
over. It also shows the approximate 
number of women in each age group 
now employed and the number of men 
likely to be enrolled in the military 
services by the middle part of next 
year. 

There are few unemployed men to- 
day and few in the labor reserve who 
will not soon be in the service.’ In 
fact, men in this last group comprise 
chiefly the 18 and 19-year-olds who 
will be drafted. Therefore, chief in- 





BUDGET, AND BUDGET AGAIN 


That is what controllers must do, Dr. Roos says, if they hope to 
meet the problems which war times present. Dr. Roos summa- 
| rized the remarks which he made in his informal address before 
| the Cleveland Control of The Controllers Institute of America, 
' on November 10, 1942. The summary will give readers of THE 
CONTROLLER much food for thought. 

Dr. Roos is with the Institute of Applied Econometrics. He 
has degrees in engineering and accounting in addition to his 
Doctorate of Philosophy in Econometrics—the statistical science 
of economics. He has been awarded fellowships by various insti- 
tutions, and is the author of several books on economics. 


—THE EDITOR 
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terest should center on the supply of 
women in each age group. The table 
shows that there are 3,500,000 females 
between the ages of 15 and 19 inclu- 
sive, who are not employed. Most of 
these are high school and college stu- 
dents; a few are mothers and others 
are unemployable because of preg- 
nancies. Nonetheless, there is a po- 
tential labor supply here worth particu- 
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labor supply is among the women of 
40-44. These women have few young 
children. In general, they are finan- 
cially independent. Experience shows, 
however, that they make good workers 
when not pushed too hard for the first 
few weeks. Muscles long-unused have 
to be hardened. Physical education has 
been successfully employed in training 
this age group. (See table following.) 
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comparative purposes it may be noted 
that disposable income for the year 
1942 will be about $100 billion after 
tax deductions of about $12 billion. 
Retail sales in 1942 will amount to 
about $52 billion. The production of 
civilian goods in 1943 at current retail 
prices will be about $40 billion and 
about $5 billion more can be squeezed 
out of inventory. In addition, the pub- 


EFFECT OF WAR ON MANPOWER SUPPLY: PROJECTED SITUATION AS OF MID-1943 




















(Estimates) 
ae ; Population: Women Population: Men 
(000’s) (000’s) 
Totals 

Age Employed Civilian Military by Total 
Group Number* Cumulativet Employed Cumulative Civilian* Employedt Cumulative* Military Cumulative Ages Cumulative 
15-19 6000 6000 2500 2500 5000 4000 5000 1100 1100 6100 6100 
20-24 6000 12000 4000 6500 2600 2500 7600 3200 4300 5800 11900 
25-29 5700 17700 2500 9000 4150 4100 11750 1500 5800 5650 17550 
30-34 5350 23050 2000 11000 4400 4200 16150 900 6700 5300 22850 
35-39 5200 28250 1600 12600 4500 4200 20650 400 7100 4900 27750 
40-44 4500 32750 1000 13600 4350 4000 25000 100 7200 4450 32200 
45 and 

over 18050 50800 1400 15000 18400 17000 43400 0 7200 18400 50600 

15000 40000 








*All civilians, including unemployables. 
tIncluding part-time employment. 


lar exploiting—work after school, 
work which offers special training in 
lieu of school training, and the like. 

The table shows that there are only 
about 5,200,000 women between the 
ages of 20-29 inclusive who are not em- 
ployed. Considering that these women 
are of child-bearing ages and that child- 
births are likely to exceed 2,500,000 this 
year, and were almost as many last 
year, we see that most of these women 
are either pregnant or have children 
under two years of age. Those with 
children are employable only if they 
can make arrangements to have their 
small children attended. Factory spon- 
sored nurseries would help to solve 
this problem. 

There are according to the table 
about 3,350,000 unemployed women 
in the 30-34 age group. Since finan- 
cial independence as well as children 
are factors here, the patriotic appeal 
probably has to be used. 


MATURE WOMEN MAKE BEST 
WORKERS 


The table shows that the greatest 


From these considerations of a lim- 
ited labor supply and the need for spe- 
cial incentives to increase this supply, 
it is clear that we should expect high 
labor turnover and higher costs due 
to increased training programs. Budg- 
ets must take these considerations into 
account. Provision must also be made 
for sanitary and recreational facilities 
for additional women employees. A 
company’s failure to meet the new con- 
ditions of employment may cost it its 
position in the industry. 

2. The Pressure on Price Levels and 
Their Relation to Financial Requtre- 
ments. Even under war controls, rising 
costs inevitably mean rising prices. 
Added to this pressure on prices, we 
have today the inexorable pressure of 
excess purchasing power. 


THE INFLATIONARY GAP 


For the calendar year 1943, the na- 
tional income will be at least as large 
as $122 billion. Direct personal taxes 
will take about $17 billion of this 
income and thus leave a disposable 
income of about $105 billion. For 
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lic will use about $18 billion to pur- 
chase services. The unaccounted-for 
disposable income of $42 billion will 
be available for savings, for the pay- 
ment of new taxes, or to bid up prices 
of goods and securities. One thing is 
certain, the present rate of purchase of 
war bonds will not nearly take up 
this $42 billion slack. 

Even if the Treasury should sell $25 
billion in government bonds to the 
public there would still be an excess 
of $17 billion. Perhaps $4 billion of 
this might go into liquid savings in the 
form of currency in circulation. Even 
then, a balance of $13 billion would 
be available to bid up prices of goods, 


services and securities. 


SHOULD RE-EXAMINE DIVIDEND 
POLICIES 


The inflationary gap will be so large 
in 1943 and for the duration of the 
war that price levels will rise despite 
controls. In figuring cash and work- 
ing capital requirements, controllers 
should assume that prices will advance 
10 to 20 per cent. for each year of the 





war. This means, of course, that cor- 
porate dividended -policies should be 
re-examined. 

This inflationary gap, of course, ex- 
ists only because there are certain un- 
available consumers goods which the 
public wants and has the money to 
buy. Some part of this unsatisfied de- 
mand will be stored up for release 
after the war. But, of course, not all 
such unsatisfied demand is a deferred 
demand. 

3. Post-War Planning. Because there 
will be an unsatisfied and a deferred 
demand after the war, and because 
problems of post-war control are asso- 
ciated with participation in this de- 
mand, the alert controller should prop- 
erly take the lead in studying the 
probable nature of his company’s busi- 
ness after the war. 


Wuy Post-War PLANNING Is Harb 
To Do 


During periods of great political, 
industrial or social crises everybody 
becomes fully aware of the fact that 
the world is or may be changing. 
Then men and organizations both want 
to plan life after the change. But just 
when is the change? How big is it? 
How complete in movement from 
things that we have known to things 
to be? 

One can speculate on every possible 
sort of change that may be made or 
one can assume that no changes will 
be made. In the first instance, the mind 
has nothing to grasp in decision as to 
plans for any extant institution. In the 
second, the mind has nothing to do be- 
cause it can assume that everything 
will be as everything was. 

The problem then becomes one 
of deciding—arbitrarily, perhaps—as 
wisely as may be, of course—about the 
extent of change and about what will 
be the areas of the world in which 
change will be effected. Making that 
decision is the first step in long-range 
planning in crises. 


Wuy Post-WAR PLANNING Is 
USEFUL 


Acts performed during the crises es- 
tablish forms, create institutions, build 
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up patterns of behavior that become 
solidified and carry over beyond the 
crisis. Responsible people need to 
make decisions during crises that reach 
into the period beyond it. These are 
decisions both of the present and of 
the future. These decisions can be 
grounded in such wisdom that the in- 
stitutions concerned will be strength- 
ened both in the present and in the 
future. 

One of the most striking kinds of 
change that occurs in crises is the 
way in which some institutions sub- 
stantially increase in size and strength 
and others diminish. It is not enough 
for a business to have the same vol- 
ume of business that it had before. It 
must continually improve its situation. 
It will be passed by others and lose 
comparative status unless it does. This 
is true of cities and of states, of col- 
leges and of art galleries. It is true of 
all organized institutions. 

It is the dynamic, vigorous business, 
social, political and educational insti- 
tutions that will determine the future. 
Such institutions will furnish the lead- 
ership and they will organize the 
world in the post-war period. Such 
institutions need to plan for that pe- 
riod. 

The planner must set a goal for 
himself. His goal should be one that 
satisfies his desires and his needs. 
That goal must be based on a few 
large assumptions and must be framed 
within reasonable expectations. Hav- 
ing made the decision as to what he 
wants, the planner then can intelli- 
gently give his effort toward making 
his plans come true, toward giving 
reality to his assumptions and form to 
his expectations. 


WHAT WE Must ASSUME AS A 
BASIS FOR PLANNING 


If we grant that it is both difficult 
and important to plan, we shall ap- 
proach the task with seriousness and 
simplicity. There is no magic formula 
for either a nation or a business. The 
first step is making a few basic as- 
sumptions as to the post-war world: 

1. The United Nations will accom- 
plish a full victory over the Axis 
Powers. Without this assumption any 
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planning is largely useless. 
mate would result in continuous pres- 
sure by the Axis Powers upon every 
institution in the United Nations, 
which would make impossible any free 
development or planning toward the 
ends of freedom. Anything less than 
a stalemate would mean that the plan- 
ning would be done by somebody else. 

2. The aim of the United Nations 
will be to maintain the maximum of 
political, social, economic and individ- 
ual freedom with those assurances of 
basic rights and security demanded by 
the majority of the population. They 
will exercise such controls as are neces- 
sary to maintain these ends. 

3. International organization will 
be necessary to maintain the condi- 
tions posited in assumptions 1 and 2, 
and it should be assumed that it will 
maintain those conditions and, with 
the. possible exception of Russia, will 
not tolerate or permit totalitarianism. 
Regional groupings, alliances and un- 
derstandings such as can be tolerated 
now only if they do not interfere with 
these basic assumptions, can be encour- 
aged only if they strengthen these basic 
assumptions. 


THE PLANNING STEPS 


Whether the organization concerned 
is big or little, whether it is govern- 
ment or business, there are a few steps 
commonly required of all people who 
are looking ahead. As to post-war 
planning, these steps are the follow- 
ing: 

1. A general description and speci- 
fication of the world outside. If a city 
is planning, it needs a clear descrip- 
tion and consideration of the world 
around it. This is true of a nation or 
an international corporation. In ex- 
amining and describing the world out- 
side, all of the economic and social fac- 
tors that impinge on the organization 
doing the planning need to be set forth 
in orderly fashion and their influences 
described. This step is basic and as 
such it lays the foundation for the plan 
to be made. 

2. What places does the institution 
have in the world as a whole? If it 
is a city, does it have a unique climate, 


(Please turn to page 24) 
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You have failed to reach an agree- 
ment with the union representing your 
employees and the dispute has been 
certified to the War Labor Board. 
What is the procedure and what may 
you reasonably expect* will be the re- 
sult ? 


THE BOARD’S ORIGIN 


Let us go back a little way first, to 
December 7, 1941, when the Japanese 
attack on Pearl Harbor changed so 
many things. That event changed the 
manner of handling labor disputes. On 
December 17, representatives of labor 
and management promised the Presi- 
dent that there should be neither 
strikes nor lock-outs for the duration 
of the war. Then the President, by 
Executive Order 9017, on January 12, 
1942, implemented that promise by 
creating the War Labor Board to set- 
tle disputes between labor and man- 
agement for the duration of the war. 

That Board does not take the place 
of the National Labor Relations Board, 
which deals with alleged unfair labor 
practices of management only, and the 
designation of collective bargaining 
units for labor, in accordance with the 
National Labor Relations Act. Nor 
does the War Labor Board supplant 
the work of the Wage and Hour Divi- 
sion of the Department of Labor, or 
the Conciliation Service of that De- 
partment. 

It is primarily the duty of the War 
Labor Board to prevent or eliminate 
the slowing down or stoppage of pro- 
duction by labor warfare within in- 
dustries that will interfere with our 
war effort. In order that this purpose 
might be carried out the Board was 
made up of three groups, each equal 
in number; one group representing 
labor, one the employers, and a third 
group representing the public. There 
are twelve Board members and eight 
alternate members plus a number of 
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associate members. There are never 
more than four representing each 
group who vote on any question be- 
fore the Board, although frequently a 
smaller number may participate. 

The War Labor Board does not 
come into a dispute until other means 
of settlement have failed. First, man- 
agement and labor have failed in vol- 
untary attempts to get together. Then 
the Conciliation Service of the Depart- 
ment of Labor has been unable to ef- 
fect settlement, and upon such failure, 
the Secretary of Labor may certify the 
dispute to the War Labor Board. That 
is your situation now, and you are in- 
terested in what is ahead of you after 
certification. 


THE BOARD’s PROCEDURE 
The more important cases today are 


handled by a panel for the War Labor 
Board. This panel consists of three 


Labor Disputes and the War 
Labor Board 





men, one representing industry, one 
representing labor, and a third repre- 
senting the public. They are selected 
from a roster and must be satisfactory 
to the War Labor Board groups which 
they represent. The parties are then 
notified of the time set for hearing 
and seven days prior to that date both 
parties are supposed to advise the 
Board of the issues and their positions 
thereon. 

Frequently, before this panel stage 


-is reached, the Board will undertake 


a preliminary investigation and in that 
stage a single individual may be sent 
by the Board as a mediator. It is his 
duty to attempt to reduce the matters 
in dispute and to define the issues. 
Sometimes he may succeed in settling 
all questions, but if not, his report is 
the basis upon which the Board selects 
a panel and sets the case down for the 
panel method of handling. 

You who have been accustomed to 





PRECEDENTS WHICH HAVE BEEN SET 
Precedents may mean but little to the War Labor Board, but 








it is interesting to know what the Board has ruled in the more 
important cases that have been before it. This analysis of what 
the Board has done, and of its methods of operation, will there- 
fore undoubtedly be helpful to corporate executives. The paper 
was presented at a meeting of the Baltimore Control on Jan- 
uary 13. 

Mr. Munson, a partner in the law firm of Roberts & McInnis, 
of Washington, D. C., has lived in Washington for twenty-six 
years, going there as secretary to Representative A. P. Sanders, 
of New York, studying law, being admitted to the bar, and prac- 
ticing law, except for a period of service in the Navy. His prac- 
tice has been largely before the various administrative depart- 
ments and agencies of the government, in the fields of interstate 
commerce, and taxation. Of late he has given his attention to 
matters before the various war agencies, including the War Pro- 
duction Board, the War Labor Board, and the Office of Price 
Administration. 

Mr. Warren Woods, attorney, who at the time had just re- 
signed as special assistant to the chairman of the War Labor 
Board, accompanied Mr. Munson and participated in the presen- 


tation. 
—THE EDITOR 
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formal hearings need not expect that 
that will be the method of procedure 
followed by the panel. The hearings 
are strictly informal. Evidence is not 
taken in the usual form, as witnesses 
are not sworn and examined. The rep- 
resentatives of labor and the repre- 
sentatives of the management are 
called upon, in turn, to state their posi- 
tions and to present such facts as they 
may have in support of their conten- 
tions regarding each matter in dispute. 
Most of the proceedings are steno- 
gtaphically recorded, although the rec- 
ord may consist primarily of formal 
statements which have resulted from 
off-the-record discussions. The panel 
members may refer to the record in 
reaching their conclusions, but are not 
limited by what has been placed in the 
record. In effect, they act in a media- 
tion capacity, attempting to bring the 
parties together along lines which they 
can recommend that the Board ap- 
prove. The panel acts primarily in a 
mediation capacity, except as to wages. 
Anything that the parties agree to on 
any subject other than wages, no mat- 
ter how seemingly irrelevant, is not 
upset by the Board, but since October 
3, 1942, no wage or salary change can 
be made by voluntary agreement alone. 
It can be made only if the Board, or 
an agent authorized for that specific 
purpose, approves it. The effect of that 
order will be discussed in more detail 
later. 


No FIxeD PROCEDURE 


The panel may or may not be suc- 
cessful in bringing the parties into 
agreement. If any issues remain in dis- 
agreement, the panel makes findings 
of fact and recommends to the Board 
the particular action which it believes 
the Board should take on each point 
still in issue. If the panel is unanimous 
in its report and recommendations, 
the parties may be given ‘no opportu- 
nity to take exception. If, however, 
the panel is in disagreement, and there 
is a minority report, the parties are 
quite apt to be given opportunity to 
state their positions orally, or in writ- 
ten memoranda, or both. There is no 
fixed or set procedure which is always 
followed. 

After the panel has submitted its 
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report, the Board may approve the re- 
port in whole or in part, or it may 
reach a different conclusion altogether. 
It then issues an order or directive to 
the parties to settle the issues in dis- 
pute in such manner as the Board de- 
termines. The word “directive” may 
be defined as “‘a sugar-coated word 
that means ‘do it or else.’” 

Unless the Board is called upon to 
settle a particular issue, it takes no ac- 
tion on that question. When it acts, its 
directive and its report are made pub- 
lic, and it is from a study of these re- 
ports that we can discover along what 
lines the Board is thinking and learn 
what to expect in our own case. 

Since the Board began to function it 
has had to pass on nearly every ques- 
tion that one could imagine that labor 
and management would disagree upon. 
You may not have many of them in- 
volved in your own case, but while you 
may not have to settle a particular ques- 
tion, it may be a vital point of differ- 
ence to your neighbor and, in the ag- 
gregate, you will be interested in each 
of these questions. 


UNION MAINTENANCE 


The question of union maintenance 
seems to bulk large in the public eye. 
Many unions have been arguing for 
the closed shop and the check-off and 
many corporations object strenuously 
to both, or to any modified form of 
the closed shop and the check-off. As 
that question stands today, the War 
Labor Board is approving in most 
instances a modified union mainte- 
mance provision in contracts. In fact, 
one might almost say that union main- 
tenance in a modified form is inevitable 
unless the union has demonstrated 
since Pearl Harbor that it is not en- 
titled to that protection. 

We read in the papers just the other 
day that the War Labor Board had 
refused to grant union maintenance to 
a union which was involved in two 
strikes over matters of minor impor- 
tance, strikes which had delayed the 
war effort. In order to show just how 
the Board is thinking on this question, 
it might be well to examine the unani- 
mous recommendation of the panel, 
which was followed by the Board in 
the case of East Alton Mfg. Co., te- 





ported at 5 War Lab. Rep. 47. At 
page 54, the panel is reported as say- 
ing: 

“The panel is unanimously of the opin- 
ion that the union’s demand for a union- 
maintenance clause similar to that in the 
contract of August, 1941, should now be 
denied. Although the panel is convinced 
that the company is by no means blame- 
less for its highly unsatisfactory labor re- 
lations, it remains the undeniable fact that 
the local union, with thoroughly irre- 
sponsible disregard of its national obli- 
gations, called a serious strike over com- 
paratively small issues. The panel sees 
no adequate reason for making a distinc- 
tion between this case and such cases as 
those recently before this Board involv- 
ing the Monsanto Chemical Company and 
General Chemical Company of Buffalo. 
If the panel were convinced of the whole- 
hearted repentence of the union for its 
violation of labor’s pledge to the Presi- 
dent, it might feel that the company’s per- 
sistently anti-union attitude would make 
an immediate grant of union maintenance 
the surest guarantee of stability of rela- 
tionship. Not being convinced of the lo- 
cal union’s present responsibility, it seems 
advisable to leave the matter open, with 
an assurance to the union that, if after six 
months it satisfies this Board of its good 
faith and responsibility, it will then be 
granted a union-maintenance clause sim- 
ilar to that previously in force but with an 
escape clause added. It seems, furthermore, 
desirable that the company be ordered dur- 
ing that six-month period to do nothing 
to take advantage of the failure of the 
union to obtain a maintenance-of-member- 
ship clause at this time.” 


In that case the Board placed the 
union on probation for six months and 
held out as an inducement to good be- 
havior during that period the privilege 
of getting a union maintenance pro- 
vision in its contract. There have been 
other instances where a union has been 
involved in strikes since Pearl Harbor, 
and has, consequently, been denied a 
union maintenance provision. On the 
other hand, in the Ralston-Purina Com- 
pany case, 4 War Lab. Rep. 376, fric- 
tion between union and non union em- 
ployees brought about a short, unau- 
thorized work stoppage in March last. 
A union leader persuaded the men to 
resume work, and a maintenance clause 
was given the union on the theory that 
it would facilitate union leadership and 
would remove some of the causes 
which brought about the work stop- 
page. Charges of union irresponsibility 
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brought by the company, to show that 
the union was not entitled to a security 


clause, were rejected. The panel said ~ 


that the company had not shown that 
the union was responsible for some 26 
minor work interruptions and had not 
brought any of them to the attention 
of either the men concerned or of the 
union until the hearing before the panel. 
The decision of the Board in this case 
was that of a majority, with the em- 
ployer members dissenting. 


CAN PLACE No DEPENDENCE ON 
PRECEDENT 


As you can see, there is no uniform 
union maintenance provision which is 
required in every instance, and you can 
place no absolute dependence on prece- 
dent. The present form appears to be 
the result of the attempts of the public 
members of the Board to evolve some- 
thing that would be satisfactory to both 
the labor and employer members. 

The so-called Marshall Field for- 
mula was one of the earliest formulas 
having to do with union maintenance. 
It required that each individual who 
wanted the union to represent him, 
write to the company to that effect, and 
state also whether he wanted to have 
his dues collected out of his pay for the 
duration of the contract. It required 
individual action in writing, but that 
formula did not satisfy employer mem- 
bers, while the labor members thought 
that it did not go far enough. 

Then followed the so-called Inter- 
national Harvester formula which pro- 
vided that all employees who were then 
members of the union should vote by 
secret ballot, conducted by an agent 
of the Board, as to whether they wanted 
union maintenance. The result in that 
case was that approximately ninety per 
cent. of those union members voting 
were for it. It is understood that the 
Board does not like this formula as it 
requires them to ascertain that each 
voter is actually a union member and 
that is a burden. It takes time and 
money. The outcome may be a fore- 
gone conclusion and it is felt that it 
might be a useless gesture. 

In some instances, where there has 
been a large recent labor turnover, the 
Board might still permit a secret bal- 
lot to be taken under its auspices on 
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the theory that a large number of em- 
ployees had not been given a chance to 
express their choice and that there is a 
certain amount of moral coercion which 
acts against a man’s affirmatively with- 
drawing from the union, but probably, 
in the absence of exceptional circum- 
stances, that formula will not be ap- 
proved. It is possible, also, that the 
unions themselves, in some instances, 
might want this opportunity, particu- 
larly where A. F. of L. and C.1L.O. 
unions are competing, as they are in a 
prominent shipyard on the West Coast. 


UNION MEMBERS May RESIGN, 
UNDER “EsCAPE’’ CLAUSE 


The formula now included in most 
contracts is the one popularly called the 
Little Steel formula, although it was 
originally approved in the Walker 
Turner case. Most of the formulas have 
been unsatisfactory to the employer 
members for universal application, al- 
though they have voted for union main- 
tenance im some cases, particularly 
where there has been open and marked 
hostility on the part of management tc 
a union, with attempts to break up the 
union, and also where the parties have 
entered into a voluntary agreement in 
the past with a union security clause in 
it. This Little Steel formula contains 
an escape clause which allows a fifteen- 
day period within which union mem- 
bers may state in writing that they want 
to withdraw from the union. Those 
who fail to state their withdrawal are 
in the union for the duration of the 
contract. These contracts are usually 
for periods of one year at a time, and 
when a contract expires, a union mem- 
ber, presumably, will have another 
fifteen-day opportunity to resign, al- 
though the Board has been in existence 
for less than a year and so has not been 
called upon to pass upon this particular 
question. 

Union maintenance usually means 
that those men who elect to stay in the 
union shall remain in the union and 
keep up their dues or be subject to 
discharge. New employees are given 
the opportunity upon employment to 
join the union, and if they join, they 
too must remain in good standing, al- 
though there is no obligation that 
they join. 





THE CHECK OFF 


Many of the union maintenance con- 
tracts provide that the company shall 
collect the dues and turn them over 
to the union, but that is not univer- 
sally required. There are instances 
where the panel has recommended the 
check-off, but the Board has not re- 
quired its inclusion in the contract, and 
there is an instance where the Board 
has ordered the check-off where the 
panel has unanimously not recom- 
mended it, namely in the Ralston- 
Purina Company case, 4 War Lab. 
Rep. 376. There are also unions which 
do not want the check-off, feeling that 
they can better keep up union inter- 
est if they maintain the direct contact 
which goes with the regular collection 
of dues. You can see from this that 
it is impossible to predict a constant 
result. It is necessary to take what the 
War Labor Board has said in various 
cases, as indicative of trends, and then 
apply those trends to your own facts 
in order to reach a fair prediction of 
what will happen in your case. 


No CoERCION CLAUSE 


There is another provision which is 
often made a part of this union main- 
tenance formula and that is a provision 
that neither party shall resort to co- 
ercion. At first this provision was 
rarely incorporated in the contracts, 
but now such a clause is usually in- 
cluded as a matter of course. One 
reason for this is said to be that the 
unions have attempted to get around 
the fifteen-day escape clause. Their 
constitutions or by-laws frequently 
prevent resignations without consent 
or while delinquent in dues, or upon 
notice more than fifteen days in ad- 
vance, and they have attempted to en- 
force such provisions. The Board, ap- 
parently, recognizes that both parties 
may act to prevent an employee from 
exercising a free choice and so is now 
usually insisting that the contract pro- 
hibit each party from coercing or in- 
fluencing a member to stay in or drop 
out of the union. All of these various 
provisions and clauses are set out in 
various recent decisions of the Board 
so that anyone interested can readily 
see what specific language has been 
used. 
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Before discussing what is probably 
the most important question, that of 
wages, there are a number of other 
matters which are frequently in dispute 
which touch upon wages but are not 
directly involved. 


VACATION Pay 


One of these issues frequently in 
dispute is that of vacation pay. It is 
true that a liberalization of a vacation 
plan may bring about an indirect wage 
increase, but the Board has approved 
provisions for vacations with pay, 
where none have been in effect before, 
and has approved longer vacations 
based upon greater periods of employ- 
ment, and also bonuses in lieu of vaca- 
tions where an employee elects to stay 
on the job in the interest of increasing 
the war production. The Ford Motor 
Company decision in 4 War Lab. Rep. 
420, is an example of this. 


MILITARY SERVICE PAY 


The question of continued pay or 
bonuses to men in military service has 
also been an issue in some cases. In 
the recent Ford Motor Company case, 
4 War Lab. Rep. 59, the Board said 
that while it might be a laudable thing 
to pay a bonus to men in the military 
service, it did not feel that it could 
require a company to do so. 


SHIFT DIFFERENTIALS 


The matter of paying a differential 
for work in a second or a third shift 
seems to be a wage matter for some 
purposes and not a wage matter for 
others. In determining the straight 
time average hourly wages paid, shift 
differentials are ignored. However, if 
an employer wished to institute shift 
differentials for the first time, it would 
probably be considered as a wage in- 
crease which could not be made with- 
out War Labor Board consent under 
the wage stabilization procedure. 

In addition to wage increases, the 
Board has ordered the payment of 
shift differentials in a number of cases. 
In the case of Fifteen Paint Manufac- 
turers, 4 War Lab. Rep. 47, a five per 
cent. wage differential was ordered for 
second shift workers. In the General 
Chemical Company case, 4 War Lab. 
Rep. 247, the Board ordered a five 
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cent differential for both second and 
third shifts, which was not applicable 
to those on rotating shifts, as existing 
wage rates “presumably take into ac- 
count” the fact that employees work 
on rotating shifts. 


FixING WaGE RATES FOR NEw Joss 


So many companies have been shift- 
ing over their production to the war 
effort that many employees are work- 
ing at jobs which have been newly cre- 
ated. In such instances, contracts which 
provide for specific rates of pay for a 
specific job do not cover the new work. 
The unions usually want to have a 
voice in the initial selection of the job 
rate, while employers strongly argue 
that they fix the job rate as a manage- 
ment prerogative and that any dispute 
is a matter of collective bargaining 
thereafter. The Board has recognized 
that the fixing of new job rates is a 
matter which is of immediate need and 
that it cannot await the delays of col- 
lective bargaining. Consequently, it has 
approved provisions permitting man- 
agement to effect the rate initially with 
the provision that if the union is not 
satisfied, it is a matter of collective 
bargaining. In passing, since October 
3, a new job rate must be in line with 
the rate for comparable work prevail- 
ing in the area, according to General 
Order 6, which was issued October 22. 


EQUAL Pay FOR EQUAL WorK 


Now that women are replacing men 
in many jobs, and will do so to an in- 


creasing extent as time goes on, the 


unions are frequently asking “equal 
pay for equal work.” It sounds simple 
to apply, and it is one of those gen- 
eralities the justice of which cannot be 
denied. The difficulty lies in attempt- 
ing to decide ‘what is equal work.” 
Also who is to be the judge. 

In the case of Brown & Sharpe Man- 
ufacturing Company, 4 War Lab. Rep. 
20, the Board approved a panel recom- 
mendation that rates of pay for women 
should be based upon the established 
rates for the work performed, and that 
where such work' is identical with, or 
substantially the same as, that. per- 
formed by men on the same or com- 
parable operations, the base rates and 
hourly rates will be the same. The 





Board added a proviso, however, that 
the language used cannot be inter- 
preted solely in relation to the physical 
characteristics of the operation per- 
formed, but it must also be related to 
the quality and quantity of production 
turned out. In other words, women 
were to receive the same pay when they 
produce the same quantity and quality 
of output. 

But then there was another condi- 
tion, occasioned by the fact that some 
jobs entail heavy physical labor, and 
in some cases the employment of 
women may entail extra supervision, 
extra set-up men or additional carry- 
off men. These extra labor costs were 
also to be considered in fixing rates 
for women, but only to the extent that 
they increased unit costs of production. 
Consequently a job analysis or cost 
analysis was essential to a settlement 
of the problems. 

In establishing the principle of 
“equal pay for equal work’ in the 
Aluminum Company of America case, 
5 War Lab. Rep. 85, the Board ex- 
pressly directed that any dispute aris- 
ing as to questions of quality, quantity, 
or comparability of work should be 


subject to consideration under the es- | 


tablished grievance procedure. 
ARBITRATION 


Another question that is frequently 
in dispute is the scope of future arbi- 
tration of disputes. The customary 
position of the Board seems to be that 
any dispute which might arise either 
as to interpretation of a contract, or 
its application, should be the subject 
of arbitration, at least during the war 
emergency, so as to avoid labor dis- 
putes. That issue has not received 


much publicity compared with the § 
union security issue, but appears to be | 


in the mind of the Board. It is a most 
important one, as pointed out by the 
Chairman of the Board in his recent 
address before the American Arbitra- 
tion Association. 


GRIEVANCE PROCEDURE 


There appears to be less uniformity 
with respect to grievance procedure 
than almost any other question, as the 
methods for settling grievances are 
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myriad. The whole question becomes 
still more uncertain where the only 
union represents a minority of the em- 
ployees or where the Board has to 
designate a procedure to be followed 
in the handling of grievances where 
two of more competitive unions are in- 
volved. 

In the case of Thompson Products, 
Inc., 4 War Lab. Rep. 384, there were 
two national unions and an independ- 
ent union, all claiming to be the 
proper bargaining agent, and it ap- 
peared that the National Labor Rela- 
tions Board would take several months 
in determining the proper bargaining 
agent. In the meantime, the War La- 
bor Board directed that the company 
recognize the three unions as repre- 
sentatives of their own members for 
the presentation of grievances. Upon 
failure, within five days, to work out a 
solution under the method of settling 
grievances provided for, the grievances 
were to be submitted to a permanent 
arbitrator designated by the War Labor 
Board. If he should determine that 
the dispute is a grievance he proceeds 
to settle it, but if he determines that 
it is a matter for collective bargaining, 
he is required to dismiss the case and 
it must be handled along collective 
bargaining methods of procedure. 

Then, in the case of Western Car- 
tridge Co., 4 War Lab. Rep. 427, the 
War Labor Board directed the com- 
pany to comply with the National La- 
bor Relations Board order dis-estab- 
lishing an independent union, and 
then required them to recognize two 
national unions only to the extent of 
setting up a grievance procedure. Here 
again a single union had not yet been 
designated as the bargaining agent. 


WAGES 


Now as to wages, but before taking 
up the question of the extent of an in- 
crease, there is also the question of 
the effective date of an increase. You 
men are interested in that as control- 
lers, because you want to know how 
far back an increase in wages will ap- 
ply. There are two apparent trends in 
that. If there has been a contract in 
the past, a new wage rate is usually 
made retroactive to the expiration date 
of the old contract. If it is a first 
contract, a new wage rate is likely to 
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be made retroactive to the time when 
first certified to the Board or to the 
date when conciliation was first begun. 

Turning to the question of a wage 
increase as such, the first thing to con- 
front you is the President’s order of 
October 3, 1942, following the pas- 
sage and enactment of the Anti-infla- 
tion Act, the day before. That order 
prohibited wage increases or decreases 
without the approval of the War Labor 
Board, within its jurisdictional limits, 
which are up to $5,000 annual pay, 
except for executive, administrative 
and professional employees receiving 
more than certain minimums. In pass- 
ing, it should be noted that other sal- 
aries may not be increased without the 
consent of the Commissioner of In- 
ternal Revenue, in accordance with the 
recently promulgated Treasury Deci- 
sion, No. 5186. Requests for such au- 
thority are to be made on Internal Rev- 
enue Form S.S.U. 1. 


THE LitTLE STEEL FORMULA 


In carrying out that order, a rough 
rule-of-thumb method known as the 
Little Steel formula, which fixes wage 
increases at approximately fifteen per 
cent. over January 1, 1941, has been 
followed by the Board. As stated, this 
is a rough rule-of-thumb formula, for 
it is subject to many variations. For 
example, gross inequalities within a 
plant or within a community may be 
the basis for a greater or smaller in- 
crease than indicated by the formula. 
In presenting a case to the panel, 
however, that formula should be borne 
in mind, and used as a starting point. 

In applying the formula, bear in 
mind that the fifteen per cent. increase 
relates to the straight time average 
hourly wages paid. It does not include 
shift differentials, vacation pay or 
bonus in lieu of a vacation, overtime, 
or various other factors which affect 
the take-home or take-out wages. If, 
however, the other factors actually 
work out so that employees on the 
whole are already receiving much more 
than a fifteen per cent. increase which 
they can take home, it may be that the 
Board will not order or approve an in- 
crease in straight time average hourly 
wages. Those factors were present in 
the Smith and Wesson Company case, 
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4 War Lab. Rep. 346, but an increase 
indicated as proper under the Little 
Steel formula was denied, according 
to the language of the decision, be- 
cause the straight-time hourly earnings 
paid by the company were equal, on 
the average, to those paid in the area 
for comparable work, and to grant an 
increase would unbalance the area 
rates. 

In that case the company estimated 
that a previous increase made since 
January 1, 1941 was between eight 
and nine per cent. and that on the basis 
of the Little Steel formvia, there 
would still be six to seven pex cent., or 
above 4.7 cents per hour coming to 
the employees “to bring them up to 
the fifteen per cent. required to restore 
the peace-time standard due to the in- 
crease in cost of living.” Most of the 
employees were on a piece-work basis, 
and while there had been blanket five 
and ten cent increases, piece-workers 
were earning more as a result of im- 
proved production methods introduced 
by the company, in addition to which 
there had been individual and merit 
adjustments, and increases in employee 
effort, all of which resulted in an in- 
crease in straight time average earn- 
ings of 39.8 per cent. While all of 
this is discussed, the refusal to direct 
the further increase of 4.7 cents is 
specifically predicated upon a determi- 
nation not to unbalance wage rates in 
the area. 

In the Lever Brothers Company case, 
decided September 1, 1942, the Board 
found that the company was paying 
high wages in May, 1942 as compared 
with other plants with which it com- 
peted for labor, and did not order an 
increase in hourly wages, although the 
increase which the men already had 
was less than ten per cent. of their 
January 1, 1941 rate. 

In another case, that of Endicott 
Forging & Manufacturing Company, 
4 War Lab. Rep. 392, the average 
rates of all employees including ap- 
prentices were 71.34 per cent. above 
the January, 1941 level, and individual 
increases ranged from a low of 37 per 
cent. to a high of 104.6 per cent. In- 
creases in many wage rates were sub- 
stantially in excess of the increase in 
the cost of living and the Little Steel 
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formula did not require any further 
increases. Nor were the wages sub- 
standard. Employees were granted ad- 
ditional increases of varying amounts, 
however, where rates of the company 
competing in the nation-wide labor 
market were substantially below the 
average rates for comparable work in 
the industry. That increase was granted 
on an industry basis because the work- 
ers were highly skilled specialists and 
the companies were competing with 
each other for labor on a nation-wide 
basis. 


ABILITY To PAy 


The fact that an employer is well 
able to pay or unable to pay a wage 
increase does not appear to directly 
affect the War Labor Board one way 
or the other with respect to directing 
increases in wages. For example, in 
the case of Detroit and Cleveland Nav- 
igation Company, decided by the Board 
on July 3, 1942, the Board ordered the 
company to bring the wages of seamen 
which it employed up to the level pre- 
vailing for other seamen on the Great 
Lakes. This step was taken in spite 
of the fact that the employer had been 
operating at a loss since 1930. The 
Board said that the action was taken 
on the familiar principle, from the 
practical point of view of getting the 
service of workers and from the more 
general point of view of equity and 
good conscience, that an award should 
not provide a wage scale below the 
prevailing rate merely because the em- 
ployer is unable to pay the going rate 
of wages in his labor market. There 
have been other cases along this same 
line and, on the other hand, the War 
Labor Board has refused an increase 
which could be justified only on the 
ground that the employer was well 
able to pay it. 


PRESENTING A CASE 


In presenting a company’s case to 
the panel, it is evident that the facts 
must be given individual considera- 
tion. The rates that a particular com- 
pany pays for a particular job should 
be compared with rates paid for sim- 
ilar work in the same community and 
in the same industry. Where there 
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are sectional differentials in an indus- 
try, those will probably not be dis- 
turbed, and where wage scales already 
contain certain differentials, they are 
likely to be continued. 

A company presenting its case may 
find more or less difficulty in obtain- 
ing data in support of its position. 
Some companies may belong to trade 
organizations in which they have suffi- 
cient confidence that they already fur- 
nish that organization their own wage 
scales, and can obtain from their asso- 
ciation studies which they may need 
which do not disclose individual rates 
of individual companies, but which 
furnish a basis for comparison. Others 
have no way of obtaining the wage 
scales of competitors. The Board in 
such cases is quite likely to make its 
own study and to use the Bureau of 
Labor Siatistics in doing so, perhaps 
withholding final wage action pending 
the result of the survey. 

The Bureau of Labor Statistics may 
be asked to obtain particular informa- 
tion regarding wage scales in a given 
industry, and it will delegate someone 
to call on members of the industry and 
obtain the necessary data. This is be- 
cause the figures regularly reported to 
the Bureau are of little or no value 
in a labor dispute. Those figures are 
reported on B.L.S. Form 790, a float- 
ing form which calls for a single fig- 
ure representing the average wage paid 
by a particular company each month 
during the year. This figure makes 
no correction for shift differentials, 
overtime, beginners or step rates, or 
any other factor which may affect the 
average. Although there are adjust- 
ment factors which are used by the 
Bureau of Labor Statistics, intended 
to eliminate everything but the straight 
time average hourly wage rate, there 
are sO many items to be corrected in 
varying degrees that the result is not 
an accurate measure for a single plant 
but is useful only on an industry. basis 
if there are a large number of units. 
Consequently, a company frequently 
finds itself in great difficulties in an 
attempt to compare its hourly wages 
with employees in the same industry. 
It should not be quite so difficult to 
compare wages within a community 
unless competitors are concentrated 





within the same area. Comparison 
should be made with the scales of 
wages in other plants in the same ter- 
ritory, and if a large increase in one 
plant would throw the general wages 
level of a community out of line, ex- 
isting differentials are not likely to be 
disturbed. 


COMPANIES PLACED AT 
DISADVANTAGE 


The result of a company’s inability 
to obtain wage rates of other employ- 
ers in the same industry is that each 
company is placed at a serious dis- 
advantage in bargaining with a union. 
The same union frequently represents 
the employees of a number of plants 
in the same industry, and consequently 
a neat case of whipsawing ensues. 
Company Number One is told that 
Company Number Two pays, or is 
about to pay, 85 cents an hour for a 
particular job and Company Number 
One meets that figure. Then Company 


Number Two is told about Company 


Number One’s generosity and is talked 
into paying 87 cents an hour, perhaps 
because of some alleged differences in 
working conditions, or for some other 
reason. Then the next time Company 
Number One is told what Company 
Number Two is paying or is again 
about to pay, and so it goes. Neither 
company is in a position to disprove 


‘anything it is told, while the union} 
has all the figures and can select those 


that help its argument most. 

One further thought on wages, and 
that is the question of local costs of 
living. The Board has said that it 
would not increase wages to meet 4 
cost of living which the union claimed 
to be higher than in other communti- 
ties, notably in the San Francisco Ho- 
tel Employers Association case, 5 Wat 
Lab. Rep. 141, but in another case it 
did authorize a small increase in 4 
community which had an abnormally 
high cost of living. You cannot lay 
down any strict rule. 

Of course, where it can be shown 
that there are inequalities within 4 
plant in addition to inequalities as be 
tween one company and others, the 
Board will approve wage increase 
which eliminate those inequalities. 
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VOLUNTARY WAGE INCREASES 


No description of the work of the 
War Labor Board’s activities is com- 
plete without also covering the ques- 
tion of voluntary increases. Since Oc- 
tober 3, 1942, as already pointed out, 
they cannot be made without permis- 
sion. It is interesting to note that the 
wage problem has become largely a 
manpower problem and it is stated 
that eighty per cent. of the requests 
for increases have come from the em- 
ployer who wants to pay higher wages 
either to keep his men from leaving or 
to attract other men. The Board in the 
Staley Manufacturing Company case, 4 
War Lab. Rep. 304, emphatically re- 
jected that argument, saying that it 
would not get into the manpower 
question as it did not want to pass 
upon which employer was more im- 
portant in defense activities. It did 
intimate, however, that if the parties 
could in cooperation with the War 
Manpower Commission and other gov- 
ernmental agencies, show that it is of 
controlling importance that the em- 
ployees remain at the plant involved, 
they would grant an increase for that 
purpose. 

Forms have been provided by the 
Board to be used in applying for au- 
thority to make voluntary wage in- 
creases and also where a company may 
be in doubt as to whether a particular 
increase needs governmental authority, 
a form has been provided for use in 
obtaining a ruling. It should be noted 
in passing that the form known as 
Form 10, to be used in case of volun- 
tary wage increase, is not a perfect 
form. The information called for may 
be misleading if a company’s business 
is not static because a shift in the pro- 
portion of employees’ earning top rates 
because of a rapid turnover or for 
other reasons, may throw out the aver- 
age increase figure. 

For instance, if a plant has a variety 
of wage rates, each of which has been 
increased exactly ten cents since Janu- 
ary 1, 1941, the straight time average 
wages paid as of the date of a pro- 
posed new increase will be something 
more or less than ten cents in excess 
of the January 1, 1941 average rates, 
if there has been a shift in employees 
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earning the various rates because of 
production changes, labor turnover 
which increases the number of learn- 
ers or beginners, or for some other 
reason. Because the average data re- 
quired by the form will thus give a 
distorted result, unless employment 
has been static, it is suggested that in 
addition to, or in substitution for, the 
information called for, an employer 
supply a statement showing the actual 
job rates in effect on January 1, 1941 
and the actual job rates paid without 
the proposed increase and the job rates 
to be paid if the increase is granted. 
This method will show the actual in- 
crease in job rates which it is proposed 
to pay as compared with those on Jan- 
uary 1, 1941. 

What has been attempted here is to 
indicate what might be expected to re- 
sult from the War Labor Board’s rul- 
ings and handling of a wage dispute, 
particularly by indicating trends, be- 
cause each case depends upon its own 
facts. 

In conclusion, please do not assume 
that any particular action which I have 
pointed out as having been taken by 
the Board in a cited case will be taken 
in your case. Many people, particu- 
larly lawyers, feel that what a board 
or tribunal has done in one case should 
be a dependable precedent in another 
case. Precedents cannot be relied upon 
in the settlement of labor disputes by 
the National War Labor Board. It is 
safe to say that the Board is motivated 
primarily by a policy of mediation 
where possible, and a mediator tries to 
ascertain the facts and then reach a 
conclusion which balances off the 
claims and counterclaims of the parties 
before him and eliminates, so far as 
possible, the causes of friction and 
dispute. Instead of a strict following 
of precedents, therefore, we find a case 
by case method of settling labor dis- 
putes, and the result in your case de- 
pends in large measure upon you and 
the way you present it. 


Book on Personal Income Tax Has 
Wide Circulation 

More than 750,000 copies of the income 
tax guide “For Personal Income Tax” writ- 
ten and published by Peter Guy Evans, 
C.P.A., and lawyer (a member of The Con- 
trollers Institute of America) and J. Stan- 
ley Halperin, lawyer, have been sold. 








Rules Governing 
Proxy Calls 


The revisions of the regulations set 
up by the Securities and Exchange 
Commission, governing the solicitation 
of proxies, were made public on De- 
cember 17, 1942. They came as some- 
thing of a surprise, first because busi- 
ness had recommended strongly that 
no revisions be made during these war 
times and had begun to feel that that 
course would be followed by the Com- 
mission; and second because the revi- 
sions, when they did appear, were so 
far different than what had been pro- 
posed by some of the Commission’s 
employees. 

The revised rules omitted some of 
the provisions in the first draft against 
which protests had been made. Among 
the items which have been dropped are: 

X-14A-2 (b) Including in the proxy 
material multiple nominations for di- 
rector by individual security holders. 

X-14A-2 (c) Furnishing space in 
which stockholders can write com- 
ments or limitations on the proxy. 

Prohibiting proxy holders from 
using discretion in voting unmarked 
proxies. 

X-14A-4 (a) Sending the Presi- 
dent’s annual report to SEC for edit- 
ing. 

X-14A-5 Omitting the words re a 
statement “which at the time and in 
the light of the circumstances under 
which it was made, is false or mislead- 
ing.” (The underlined words have 
now been restored.) 

X-14A-7 Presentation of stockhold- 
ers’ individual proposals and_ their 
arguments in support of same. (This 
has been modified.) 

Information Item 5 (A) (1) De- 
tailed information re business activi- 
ties, changes in property and security 
holdings, litigation, and the like. 

Information Item 5 (A) (2) Com- 
parative presentation of consolidated 
and unconsolidated financial _ state- 
ments. 

All of the foregoing items have 
been cut out or at least, as in the case 
of minority proposals, modified. The 
protests regarding salary disclosure 
were ignored. In fact the figure was 
cut from $25,000 to $20,000. 








I should like to introduce the next 
Speaker as Professor of Business Eco- 
nomics of Harvard University. He 
graduated in 1914 with a degree of 
Bachelor of Arts, and in 1921 he grad- 
uated with a degree of Doctor of Phi- 
losophy. He then entered work in Har- 
vard University. In 1916 and 1917, he 
was Assistant in Social Ethics. In 1919 
to 1924 he was Instructor in Economics 
and Tutor in the Division of History, 
Government and Economics. In 1924- 
’25, he was Assistant Professor of Eco- 
nomics. From 1925 to 1929, he was in 
the Department of Economics at Am- 
herst College. Then he came back to 
his old love again—Harvard. In 1929 
to 1933, he was Associate Professor of 
Business Economics. Since 1933 he has 
been Professor of Business Economics, 
and now he is head of the First-Year 
Industrial Management Course in Har- 
vard University. 

It gives me great pleasure to intro- 
duce Mr. Richard S. Meriam as your 
next speaker. [Applause] (Introduc- 
tion by Mr. Frank S. Reitzel, assistant to 
the President, Sun Oil Company.) 


Mr. Chairman, Members and 
Guests of The Institute: I am re- 
lieved, in a way, that the Chairman 
made so much of the fact that I have 
been an economist for a long time, 
because that naturally reduces your 
expectations of what I have to con- 
tribute. In general, an economist 
rarely has much to contribute. His 
only consolation is that there are per- 
haps many occasions when he can 
contribute a little. 

I am on your program to make an 
address, but I should prefer to call it 
an attempt to make some contribu- 
tions to the discussion of this inven- 
tory method (last-in, first-out). 

Let me start out with some very 
elementary facts, because I think that 
we sometimes get so involved in 





“Lifo” Not All-Sufficient Way of 
Correcting Companys Accounts 


By Richard S. Meriam, Ph.D. 


technical details that we lose sight of 
elementary things. The dollar sign, 
which is the great measure of value, 
the great unit of accounting calcula- 
tion, is a great yardstick under ordi- 
nary conditions. It is a way of sum- 
ming up many diverse things, such as 
forms of lubricating oil, cotton waste, 
receivables, and so on. But, when the 
price leyel is changing by large 
amounts and at high speed, the dollar 
yardstick does not work so well as it 
does under ordinary circumstances. 
This is particularly true when the 
relative prices that appear in all your 
summaries change by different 
amounts and at different rates of 
speed. Both the summaries and the 
comparison of reports of previous 
years suffer from the fact that the 
good old dollar yardstick does not 
work very well when it is applied 
both to ancient plant and to last- 
minute inventories. It follows from 
that elementary fact that no dollar 
records are going to be entirely 
satisfactory in a period of large and 
rapid changes in prices. It follows 
also that even though I am somewhat 
partial to “Lifo,” I believe that 
“Lifo” has the defects of its qualities. 
It cannot do everything. 

Secondly, it follows from that ele- 
mentary fact that at present you are 
going to be under great pressure to 
use management or engineering ra- 
tios rather than dollar reports. By 
management or engineering ratios I 


mean such figures as spoilage per 
hundred pounds of material or num- 
ber of sales checks sorted per hour. 
For executive control purposes the 
dollar figures need to be supple- 
mented by management ratios to get 
rid of the dollar unit. 

It follows also from that elemen- 
tary fact that the good old dollar yard- 
stick is not perfectly suitable for times 
of large and rapid change and that 
the controllers are going to be under 
pressure to supplement their routine 
formal reports by more or less elab- 
orate statistical analysis. The dollar 
does not speak for itself with great 
clarity in times like these, and in 
order to get at the real meaning, it 
will commonly be necessary to use 
statistical analysis to supplement the 
records from the books of account. 
You will get more out of a few well- 
analyzed reports than you will out of 
a multitude of rather dumb ones. 


EXCLUDE PROFITS WHICH WERE Not 
REALLY EARNED 


More specifically, the statement 
that no dollar system is perfect has 
one particular application to the 
last-in, first-out method. The aim of 
the last-in, first-out method is to give 
you an up-to-date figure for your 
profit and loss statement and to have 
you exclude from your statement of 
profits those profits that are not 
really earned and that you will need 








PROS AND CONS OF “LIFO” 


The last-in, first-out method of inventory valuation presents 
itself anew at this season as a problem for solution. The remarks 
made by Dr. Meriam on this subject last spring are pertinent 
and timely now. Dr. Meriam spoke at the Eastern Spring Con- 
ference of Controllers on April 13, 1942, in New York City. His 
contribution to the discussion is interesting and valuable. 


—THE EDITOR 
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to replace your inventories at the 
current higher figure. That is the 
great merit of the last-in, first-out 
method. 

There is also, however, the neces- 
sary counter-balancing defect: You 
have an out-of-date figure on your 
balance sheet, and your balance sheet 
thus represents the original cost of 
an inventory at the time you started 
your system. That is almost 100% 
true. It could be modified with in- 
creases and decreases of physical 
quantities and with changes of prod- 
uct; but, broadly speaking, the “Lifo” 
method gives you a good current fig- 
ure for your profit and loss statement 
at the expense of including in your 
balance sheet an out-of-date figure. 

If you have had your “Lifo” sys- 
tem in effect since 1916, you must 
have a figure that is beginning to get 
pretty well out of date. [Laughter] 
I make that point because, although 
it is apart from this general subject, 
you all know that in periods of great 
price changes, the fact that the bal- 
ance sheet includes plant and equip- 
ment at the original cost is severely 
criticized. It-is sometimes said that 
the balance sheet representing orig- 
inal cost for ancient assets should be 
modified by marking those assets up 
or down in order to bring them 
closer to their current reproduction 
values, depreciated, of course. 


Look AT “LIFO” AS PRACTICAL 
DEVICE 


Therefore the elementary fact that 
the dollar ceases to be a good meas- 
ure when large and rapid changes in 
prices take place means that you have 
to look at “Lifo” and other methods 
as practical devices rather than as 
scientific refinements of great exact- 
ness. 

As an economist, not as an ac- 
countant I find three pro arguments 
for the “Lifo” method. First, this 
method gives better information to 
the stockholders; second, it permits 
the executives of the company to 
make sound decisions because they 
can work with current information; 
and finally, it provides a more equi- 
table method for ascertaining taxable 
income. 
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The first two arguments, that 
“Lifo” does a better job of telling 
the story to the stockholders and 
that it does a better job in telling the 
board and sales manager, general 
manager, and so on, what they need 
to know, are, in my judgment, valid 
arguments. I believe, however, that 
they are not arguments of the first 
importance. They are correct, but 
they do not carry a great deal of 
weight. 

For the benefit of the stockholders, 
it is a fairly simple matter to put in 
a footnote to correct the first-in, first- 
out figure and to indicate what the 
profits would be if the inventory 
were valued at current prices rather 
than at original cost or market, 
whichever is lower. Now, I know 
that all of you gentlemen as control- 
lers with a fine feel for the niceties of 
accounting dislike to have someone 
glibly say, ‘“We will throw in a foot- 
note.” But in simple effectiveness of 
getting the job done, without regard 
to the niceties or, as a mathematician 
would put it, to the elegance of your 
presentation, a footnote, telling the 
story of the current values of your 
inventory or your current profits cor- 
rected for change in inventory value, 
will do the trick. 

A somewhat similar argument I 
believe applies to “Lifo” as a means 
of telling the other executives of the 
company what they need to know. 
In any case, it appears to me that the 
analysis of profit and loss statements, 
balance sheets, and so on, for differ- 
ent periods, requires a considerable 
amount of refinement and care. Fig- 
ures rarely speak clearly for them- 
selves; they need to be supplemented 
with some explanation of why the 
changes took place, whether these 
changes were changes in price, 
changes in volume, or changes in 
obsolescence. ‘This last-in, first-out 
method is not an all-sufficient way of 
correcting your accounts so that the 
executives know exactly what they 
ought to do. The analysis of ac- 
counts of different periods requires a 
good deal of care, and when you are 
making that analysis, you can make a 
statistical adjustment to current prices 
without using the “Lifo” method. 
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So I believe that although “Lifo” 
does give worth-while information 
to the stockholders and to the exec- 
utives it is not the only way of ac- 
complishing those desirable results 
and, therefore, the arguments that it 
does accomplish those results, while 
they .are valid arguments, are not 
matters of first importance. 


PREVENTS UNJUST TAXATION 


The most important argument for 
“Lifo” in my judgment is the tax ar- 
gument. The basic argument is 
against paying taxes on paper profits. 
I should like to say with the utmost 
seriousness that the basic argument 
for “Lifo” is not that you may get 
away with reduced taxes; my argu- 
ment for it is that it prevents unjust 
taxation, not that it prevents taxation 
at all in times like these. You all 
know that a corporation would hesi- 
tate to say publicly to our soldiers 
and sailors, “We are going to a lot 
of trouble just to cut down our 
taxes”; or at least if you would not 
hesitate to say that, I offer you the 
free advice, for what it is worth, that 
you might well hesitate to say, “I am 
in favor of this method because it 
cuts my taxes.” 

My argument for this method is 
that it cuts out inequitable taxes. In 
other words, if “Lifo” is not ad- 
mitted as a way of determining tax- 
able net income, the income tax is a 
kind of capital levy. It takes profits 
on paper that are not really earned. 
More important than that, unless this 
adjustment is made to determine net 
taxable income, the income tax will 
press very unevenly on different com- 
panies. A company that has a rela- 
tively large per cent. of its total as- 
sets in the form of inventories will 
be taxed very heavily, whereas a cor- 
poration that has a relatively small 
per cent. of its total assets in inven- 
tories, will be taxed very lightly. As 
that continues year after year through 
a period of rising prices, it throws 
the economic system out of whack; it 
tends to force the corporations with 
a heavy percentage of assets in inven- 
tory to lag behind the others. It is, 
therefore, inequitable and has the 
effect of throwing the economic sys- 
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tem out of balance because it presses 
unevenly on corporations, depending 
upon the way their assets are made 
up. 
CONSIDERABLE RISK OF PRICE 
CHANGES 


The argument for “Lifo” on a tax 
basis has considerable strength at this 
time, because there is considerable 
risk of price changes. I am not go- 
ing to venture a definite prediction 
of how much our price level is going 
up before this war is over. A lot de- 
pends upon new control devices, tax 
devices, and so on, which may be in- 
troduced later. Those depend, again, 
upon public opinion, which in turn 
depends upon the progress of the 
war. As you know, there is a great 
deal of talk at the present time about 
putting ceilings on all prices, al- 
though I can see that it would be 
very difficult to accomplish this. I 
shall not endeavor to make a predic- 
tion. 

With reference to the forces affect- 
ing the price level, let me call your 
attention to two basic factors. One is 
that the President’s radio address to 
the people against the farm bloc in 
Congress did not in general succeed. 
The pressure from the agricultural 
interests for parity prices seems to be 
quite wide-spread and rather firmly 
entrenched. 

The other source of pressure for 
higher prices comes from labor. You 
have read, all of you, in the papers 
during the last two weeks, a good 
deal of discussion about time and a 
half for overtime after forty hours. 
Both the President and Mr. Nelson 
in their discussions of that problem 
publicly argued for the present rule 
on the ground that it did not inter- 
fere with war production and that 
it did not force any industries to cur- 
tail effort. The important thing, in 
my judgment, is that time and a half 
for overtime means a great addition 
to the volume of purchasing power. 
It also operates to raise costs. The 
President and Mr. Nelson, however, 
did not make those points; they did 
not say that time and a half is an in- 
flationary device both because it in- 
creases purchasing power and because 
it raises costs. 
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I think, therefore, that the safe 
thing at this time is to say that con- 
tinuing pressure from both labor and 
agriculture makes the prospects for 
continuing price advances of real 
significance. I do not doubt that Mr. 
Henderson’s efforts are likely to have 
considerable success. Similar efforts 
have had considerable success in 
other countries, in those of our 
enemies as well as those of our allies. 
But Mr. Henderson in his testimony 
and in his subsequent statements 
never claimed that he alone could 
check inflation, and even though he 
will have considerable success, I do 
not believe that there is any reason 
to expect that he with all the forces 
at his command will achieve com- 
plete success. 

Although I am unwilling to makd 
a definite prediction of the extent to 
which prices will rise before this war 
is over, I am willing to say that I 
have arrived at the conclusion that 
there is a very big risk that substan- 
tial price advances will take place. 

A question arises in that connec- 
tion. Will not the price advances 
which are taking place during the 
war period be offset by correspond- 
ing price declines later? This fear of 
a big post-war decline in the price 
level is a very popular argument. It 
was used by Mr. Henderson in his 
testimony when the Price Control 
Bill was under consideration, and 
more recently it was used by the 
President in his radio address on 
farm prices. In my judgment, a cor- 
responding decline is not likely to 
take place. I do not mean that there 
will be no price decline; neither do I 
mean that post-war adjustments are 
going to be simple things. I do not 
believe however that there is any 
likelihood of a post-war decline in 
prices that will equal or anywhere 
near equal the price advances that are 
likely to take place during the war. 
The argument is extremely popular 
by reason of the analogy with the 
last war, when as you know, we did 
have a very substantial price decline. 

But this war is being fought on a 
very different basis. Prices are under 
a different kind of control; interest 
rates are being kept down. During 
the last war, the Fifth Liberty Loan 








was sold on a basis of “borrow and 
buy,” and after the war, when we 
were tied to the gold standard, the 
Federal Reserve System reached prac- 
tically the limits of its expansion of 
credit when the downward price 
movement started. At the present 
time we are not trying to finance the 
war through bank borrowing, and 
our tie to the gold standard is some- 
what remote. I believe that the powers 
of Government will be exercised to 
the utmost to prevent any substantial 
price decline after the war. 


CASE FOR “LIFO” STRENGTHENED 


In conclusion let me say that al- 
though, in my judgment, “Lifo” is 
not a universal remedy for all ills, 
the case for it is very much strength- 
ened by current developments. 

One argument against it is that in- 
ventories are likely to get very badly 
out of balance before this war is over. 
If the shipping shortage continues and 
if freight is backed up, it is quite pos- 
sible that instead of finding your in- 
ventories in normal balance you might 
find yourself with large quantities of 
finished goods with no available means 
of transportation or, because of the 
same scarcity of transportation you 
might be forced to use up all the raw 
materials you have on hand. Thus 
the balance in your inventory be- 
tween raw materials and finished 
goods is likely to be quite abnormal 
before this show is over. Whether or 
not that seriously impairs “Lifo” as a 
device to ascertain taxable income, 
depends upon the new regulations 
which the Treasury now has under 
consideration. 

In closing I should like to express 
the hope that the Treasury will ac- 
cept the basic principle of not taxing 
paper profits through inventory 
changes and not dislocating the bal- 
ance of industry which that kind of 
taxation involves. In addition I hope 
that it will admit a considerable num- 
ber of different forms of inventory 
valuation to carry out this basic 
principle and not insist upon having 
identical quantities of identical goods. 
Such insistence would keep the letter 
of the system but destroy much of its 
value in the present emergency. 
Thank you very much. [Applause] 
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The “pay-as-you-owe’’ plan for col- 
lection of income taxes of individuals 
is a method of deduction at the source, 
from salaries and wages, whereby the 
tax on net income would be paid in 
full from current earnings, and 80 
per cent. or more of all individual 
taxpayers would be relieved of the 
necessity of filing annual returns. The 
plan was submitted to the Senate Fi- 
nace Committee late in August, 1942. 
A proposal by Senator Byrd, Commit- 
tee member, embodying the principal 
features of this plan, is reported under 
date of Sept. 15, 1942 to have been re- 
jected by a 10 to 9 vote. This vote 
appears close enough to justify a closer 
look at the plan which I submitted. 

Briefly stated, this plan proposes 
that the tax be deducted by the em- 
ployer, beginning after the personal 
exemption and credit for dependents 
of each employee has been earned for 
the year, on a met income arrived at by 
deducting from the earnings a fixed, 
typical amount representing total de- 
ductions for interest, taxes, donations, 
and the like, allowable under Section 
23 of the Internal Revenue Code; the 
net income subject to deduction of the 
tax to be limited to a single bottom 
bracket of $4,000, or two or more 
brackets totalling $4,000; the tax de- 
ducted to be computed by use of a sin- 
gle combined rate representing both 
the normal tax and the surtax; and the 
earned income credit to be allowed in 
computing the tax at this combined rate. 

The plan does not suggest nor re- 
quire any amendments to the Code 
affecting taxable net income in excess 
of $4,000, or the method of collection 
of the tax on the higher amounts or on 
net incomes of persons not subject to 
the withholding. The tax of all indi- 
viduals on the first $4,000 is the same, 
except as affected by the earned in- 
come credit along the lines of existing 
law. 


By John K. Hulse 
CORRECTIONS To BE MADE 


The plan is considered to be com- 
plete for the purpose intended, with 
three exceptions: 

First: The amount of the “special 
deduction” representing total allow- 
able deductions under Section 23 of 
the Code should be determined from 
a study of Treasury statistics taken 
from tax returns. In fixing this amount, 
no distinction should be made _ be- 
tween home-owners and renters. Per- 
haps married persons should be al- 
lowed more than single persons. The 
amounts should be fixed only in con- 
junction with the revised allowances 
for personal exemptions discussed be- 
low. 

Second: The amounts of the per- 
sonal exemptions and credits for de- 
pendents should be revised to conform 
to present necessary costs of living, so 
that the rates of tax to be used can be 
predicated upon something more sub- 
stantial than guesswork. 

Third: The present limit of $1,400 
for earned income credit should be 
lowered to reflect the application of 
this credit in computing the tax on the 
first $4,000 by use of a rate which in- 
cludes the surtax. 

With these three features corrected 
along the lines suggested, it is believed 
that the plan will accomplish the pur- 
poses claimed for it below. Meanwhile, 


Description of a Pay-As-You-Owe 
Income Tax Collection Plan 


an illustrattion of the operation of the 
plan is in order. For this purpose, the 
“special deduction” is stated at $300, 
present exemptions and dependency 
credits are used, and*no attempt is 
made to place a limit on the earned in- 
come credit. 

Assume that the taxpayer is a skilled 
worker in a war plant, married, with 
two children, and that the entire fam- 
ily income consists of his wages, which 
are $125 per week, or $6,500 for the 
year. This might well be a typical case. 

The personal exemption is $1,200, 
the dependency credit $700, a total of 
$1,900. Dividing by 90 per cent. to 
give effect to the earned income credit, 
we get $2,111.11. Adding to this the 
“special deduction” of $300, we find 
that the starting point for deducting 
the tax is $2,411.11. The employer 
now begins to deduct the tax on 90 
per cent. of the wages of this man 
above this figure. 

If we assume that two brackets of 
$2,000 each should be used, and that 
the tax rates are 20 per cent. and 25 
per cent. respectively, the tax will be 
deducted in the first bracket on $2,- 


of $222.22, or $2,000 net income, the 
tax at 20 per cent. being $400.00. At 
this point $4,633.33 of his wages will 
be covered ($2,411.11 plus $2,222.22), 
leaving, of the $6,500 total wages, 


(Please turn to page 22) 





for more than twenty years. 





| THIS TAX COLLECTION PLAN CALLS 
| FOR EMPLOYER'S HELP 


Mr. Hulse, a certified public accountant of Philadelphia, al- 
most won approval of the tax collection plan which he describes | 
here, by the Senate Finance Committee. The principal features 
of his plan were embodied in a proposal by Senator Byrd. 

This plan requires the employer to ascertain certain facts 
about each employee. Mr. Hulse has engaged in tax practice 
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Brief Items from Here and There of Intbst 





Ingenuity and Hard Work Required 
of Controllers 


War conditions multiply the responsi- 
bilities of the controller and emphasize 
the need for clearly outlining his author- 
ity, according to Mr. R. O. Harper, treas- 
urer and controller of Eastern Columbia, 
Inc., Los Angeles, whose address on the 
subject before the Retail Controllers As- 
sociation of Los Angeles was featured in 
“The Balance Sheet,” official organ of 
the Controllers’ Congress of the National 
Retail Dry Goods Association. 

“The controller’s job varies from or- 
ganization to organization,” Mr. Harper 
declared, “and it would seem that one of 
the opportunities presented by these times 
is for a controller’s responsibility to be- 
come more clearly outlined and his au- 
thority more definitely fixed. All too often, 
controllers have been considered in the 
class of back seat drivers. 

“The problems of government regula- 
tions of credit, of priorities, of salaries 
and wages, of social security taxes, of 
excise taxes, ceiling prices, cost-of-living 
commodity prices and inventory control 
require the controller to spend many 
hours, days and weeks of study keeping 
up with it all. To see that the necessary 
information regarding all these regula- 
tions reaches the individuals in his organ- 
ization, and that machinery is set up and 
maintained to assure compliance with 
them, is another large job. 

“It is our duty as controllers to provide 
our managements with reports and infor- 
mation pertinent to their business, and 
which will reveal its exact location, its 
internal condition, its course and its prog- 
ress—exactly as the instruments of an 
airplane furnish this information to the 
pilot. Much study, ingenuity and hard 
work will be required to improve our 
present guiding instruments and to con- 
ceive and develop new ones.” 


“Hit the Silk” Ad Hits the Spot 


with Paratroopers 


A current magazine advertisement for 
Underwood-Elliott-Fisher pictures an 
American paratrooper “hitting the silk.” 
He’s leaping into space, carrying a new 
type carbine such as is produced in the 
Underwood typewriter factory. 

Charles Colebaugh, Managing Editor of 
“Collier’s,” received a letter froma para- 
chute infantry regiment in a Georgia 
army camp: “This Battalion has taken 
particular notice of your picture of Para- 
troops in the December 12th issue. If this 
advertising illustration is suitable for 








AN APPRECIATION OF 
“THE CONTROLLER” 

“As soon as each edition of ‘The 
Controller’ reaches my desk, I go 
through it very carefully and in- 
variably find items of genuine inter- 
est to various employees of our ac- 
counting and auditing divisions, and 
I know that you will be pleased to 
learn that some of our officers and 
executives place a very high value on 
your magazine for the up-to-the-min- 
ute, useful information it contains.” 


From an officer of an Office 
equipment company. 











framing, we would appreciate your co- 
operation in sending it to us. 

“We want to use this in our Recreation 
Hall as it would liven up the room and 
also be a great aid in building the men’s 
morale. We will be glad to pay any ex- 
pense for shipping and mailing. Please 
send the picture C.O.D.” 

So now the 000st Parachute Infantry 
Regiment displays a new picture of a par- 
atrooper, presented with the compliments 
of U.E.F. to the men who will soon be 
with the A.E.F. This advertisement ap- 
peared also in THE CONTROLLER for De- 
cember. 


How One Company’s Payroll Procedure 
Has Been Enlarged 


Under current conditions, the Lamson 
Bros. Co., a Toledo department store, has 
found it advisable to revert to manual 
methods of payroll procedure. The method 
was adopted at the start of the Social Se- 
curity system, in order to provide employee 
reports, and has been extended to meet 
present needs. 

The procedure, which was described in 
an address before the Wisconsin Control- 
lers Group, requires the use of two sets of 
addressograph plates for each employe— 
one carrying the employee’s name, house 
number, expense division or department 
and rate of pay, and the other giving the 
employe’s name, house number and Fed- 
eral Social Security number. The method is 
described in detail in a reprint of the ad- 
dress, which was presented by Mr. Dwight 
Belkofer, assistant controller of the store, 
which appears in the December number of 
“The Balance Sheet,”’ official publication of 
the Controllers’ Congress of the National 
Retail Dry Goods Association. 









Struggle for Office Equipment 
Described 


The fact that a manufacturing com- 
pany is engaged 100 per cent. in war pro- 
duction does not assure it all the new— 
or even used—office equipment that its 
managers desire. This point was empha- 
sized by Mr. N. C. Burleigh, chief of 
the services branch of the War Produc- 
tion Board, in a recent address before the 
New York Chapter of the National Of- 
fice Management Association. The paper 
appears in the December issue of the 
“NOMA Forum,” the Organization’s of- 
ficial magazine, together with the discus- 
sion which followed. 

“Recently, a gentleman became quite 
perturbed at our office,’ Mr. Burleigh 
said. “He had the best reason in the 
world for needing a particular piece of 
machinery; namely, that his plant was 
100 per cent. on war work. This is a 
source of universal complaint against us. 
If a company is 100 per cent. on war 
work, it feels that no other reason is 
needed. However, it must be remembered 
that there are thousands of other plants 
on 100 per cent. war work, and they all 
cannot have one single piece of machin- 
ery, nor can they divide the few pieces of 
machinery which are—or will be—avail- 
able. Consequently we have to choose, 
not between civilians, but between in- 
dustries engaged in war work, such as 
aircraft plants, manufacturers of engines, 
makers of all kinds of war materials, and 
the like. Somehow we have to distribute 
what there is among those who need the 
most, and that is what we are trying to 
do.” 

Revealing that the Government’s drive 
for second-hand typewriters has not been 
entirely successful, Mr. Burleigh declared 
in the discussion period that it may be- 
come necessary for Government to req- 
uisition typewriters and business ma- 
chines now in private hands. 

This isue of the publication also in- 
cludes articles on testing of clerical abil- 
ity, price certification, and office conser- 
vation practices, 


Fifteen Billion In Additional Taxes 
Needed in 1943 


An additional 15 billion dollars will 
have to be raised in taxes during 1943 
above the levies now on the statute books. 
This is the bedrock estimate contained in 
a current Public Affairs Pamphlet, “How 
Can We Pay for the War?” by Maxwell 
S. Stewart, based on a research study by the 








The Controller, January, 1943 








Otkst to Controllers 


and Financial Officers 














National Bureau of Economic Research. 


The pamphlet declares that at least 40 
of the 76 billions to be spent in the fiscal 
year 1943 must be raised in taxation if 
the government’s price ceilings and other 
anti-inflation measures are to succeed. The 
estimated total revenue from existing 
taxes, including those enacted by Con- 
gress in October, is only 25 billion. 

Estimates of total income presented in 
the pamphlet show that the proposed 
boost in taxes is well within the limits of 
practicability. Consumer incomes are ex- 
pected to reach 109 billion in 1943, while 
owing to wartime restrictions only 61 
billion dollars’ worth of consumer goods 
and services are available to be bought. 
Thus, there will be 48 billion in purchas- 
ing power left over that must be absorbed 
by taxes or war bonds if inflation is to be 
avoided. 

This 48 billion in surplus income was 
not found, however, to be evenly distrib- 
uted among the various income groups. 
Taking into account rationing, shortages 
of goods, and other emergency factors, it 
is estimated that the group with incomes 
of less than $1,750 a year will have 
roughly three billion dollars left; the 
$1,750 to $10,000 group will have 31 bil- 
lion; and the group above $10,000, about 
14 billion. 

“These figures, rough as they are,” the 
pamphlet adds, “furnish a useful guide- 
post for our wartime financial policies. 
An ideal wartime financial program would 
attempt to get, in one way or another, all 
of the excess purchasing power in the 
hands of each of these groups. In practice, 
such a program is probably impossible. 
Nevertheless, any program that is even 
reasonably successful must be designed to 
absorb a large part of the excess from 
each of the groups.” 

“How Can We Pay for the War?” is 
the 74th in a series of popular, factual, 
ten-cent pamphlets published by the Pub- 
lic Affairs Committee, 30 Rockefeller 
Plaza, New York City. Maxwell S. Stew- 
art is also author of the Public Affairs 
Pamphlets “After the War?” and “The 
Coming Crisis in Manpower.” 


Accountants Issue Report on Refund 
of Excess Profits Tax 

The American Institute of Accountants 
issued, under date of December, 1942, 
No. 17 in its series of Accounting Re- 
search Bulletins, entitled “Postwar Refund 
of Excess Profits Tax.” It is a four-page 
pamphlet, prepared by the Committee on 
Accounting Procedure of that Institute. 











Annual Meeting in New York City 


September 20, 21, 22, 1943 | 
Waldorf-Astoria Hotel | 


The Board of Directors of the Controllers Institute of America, at a 
meeting held January 8, 1943, decided that the Twelfth Annual Meeting 
of the organization be held at the time and place announced above. 
Further details will be announced promptly. 








Tax Collections Largest in History of 
Internal Revenue Bureau 


The annual report of the Commissioner 
of Internal Revenue for the fiscal year 
1942 showed that total collections of in- 
ternal revenue taxes during the year 
amounted to $13,047,868,518, compared 
with $7,370,108,378 during the fiscal year 
1941, an increase of $5,677,760,140, or 77 
per cent. The collections were the larg- 
est in the history of the Bureau and ex- 


ceeded the combined total of the two pre- 
ceding years. 


Inventory Limitation Order Discussed 

An educational presentation of Inven- 
tory Limitation WPB Order L-219 was 
held for trade paper editors, trade asso- 
ciation secretaries and key executives of 
buying groups in New York City, Tues- 
day morning, January 12. 

A similar meeting was held in Chicago 
on Thursday, January 14. 
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ACKNOWLEDGES RECEIPT OF 
“MOST HELPFUL BOOKLETS” 
ARTHUR R, TUCKER, 
Managing Director: 

I have received the several most help- 
ful booklets put out on various subjects 
through The Institute, as well as the bound 
volume covering the Proceedings of the 
annual convention in October, 1942, all of 
which have been most helpful and in the 
case of the proceedings, most interesting. 
Reading of the proceedings of the annual 
convention increased my regret that I was 
unable to attend, and it is clearly evident 
that it was a most successful meeting of 
controllers. 

C. V. RIEFENBERG. 


OUTSTANDING HIGH CLASS 
ORGANIZATION 
ARTHUR R. TUCKER, 
Managing Director: 

The literature which I have received 
from the organization, during the past year 
especially, has of itself alone been of so 
much value that I am glad to take this op- 





portunity of expressing my sincere apprecia- 
tion. 

I consider The Controllers Institute of 
America to be the No. 1, outstanding, high 
class organization of its kind, anywhere. 

K. F. THOMAS, 
Trundle Engineering Company, 
Cleveland 


RATES INSTITUTE’S WORK 
VERY HIGHLY 


ARTHUR R. TUCKER, 
Managing Director 

I rate very highly the work of The In- 
stitute, particularly in recent years, and the 
growing authority that is attached to its 
findings by the public at large and more 
particularly by the Government Depart- 
ments, such as the Securities and Exchange 
Commission and the Treasury Department. 
I am proud and happy to be a member of 
The Institute and shall always be glad to 
contribute in any way within the limits of 
my slender abilities to the work of The 
Institute. 

Wm. SHERIDAN 
Anchor Hocking Glass 

Corporation 
Lancaster, Ohio 











DESCRIPTION OF A | 
PAY-AS-YOU-OWE | 
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$1,866.67 to be taxed in the second 
bracket. Deducting 10 per cent. of this 
amount, or $186.67, for earned in- 
come credit, leaves $1,680.00 taxable 
at 25 per cent. for a tax of $420, and 
a total of $820.00. 

Stated in a manner comparable to 
that used on income tax report forms 
in recent years, the computation ap- 
pears as follows: 


Gross Income (wages).............. 
Less: Special Deduction ............ 


AE COST ge Sse es sae rea 
Less: Personal Exemption ........... 
Credit for Dependents ........ 
Earned Income Credit ......... 


Imonene @abiect: to tax .. . 26. ssc. 
Temthle at 20 per cont. ........5255: 


wameble at 25 per cont. .... «2604-50 


Since the income subject to tax is 
less than $4,000, this employee need 
not file a return. If he had income 
from other sources, he would file, but 
the only tax unpaid at the end of the 
year would be that on the other in- 
come. It would be provided that de- 
ductions under Section 23 for interest, 
taxes, etc., would be allowable only 
against taxable income in excess of 
$4,000, and only to the extent that 
their actual total amount exceeds the 
“special deduction” of $300 previ- 
ously allowed. 


WuaAT EMPLOYER NEED KNOW 


In determining the limit of gross 
earnings from which tax is to be de- 
ducted at the source on the first $4,000 
of net income, we add together the 
figure of which $4,000 is 90 per cent., 
or $4,444.44, the figure of which the 
sum of the exemption and dependency 
credit is 90 per cent. (here $1,900, 
producing $2,111.11) and the special 
deduction of $300. In this case the 
limit is $6,855.55. All that the em- 
ployer need know to start making the 
deduction at the proper time, and to 


ee RTT tt $1,680.00 
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stop when the limit is reached for any 
employee, is the personal exemption 
and the credit for dependents. These 
would be fixed as of January 1 each 
year by use of a Treasury form filed 
by the employee with the employer. 
Adoption of this plan concurrently 
with the proposed elimination of the 
Victory Tax as such, would result also 
in eliminating the optional return pro- 
vided for in Section 400 of the Code. 
Development of this plan was 
prompted by an attempt to find the 
answers to certain important ques- 


Income Tax 


bs eee $6,500.00 


300.00 


6,200.00 


620. 2,520.00 





3,680.00 

2,000.00 

$400.00 
420.00 


tions relating to the war effort, the 
financing of the war, and the inflation 
problem, and is the result also of a 
study of other current proposals and 
their probable effect on these issues. 
The problems for which solutions must 
be found, and the extent to which it 
is believed that this plan would con- 
tribute to their solution, are the fol- 
lowing: 
(1) How may maximum revenue 
be collected currently, and at 
minimum cost of collection ? 


There are two features affecting the 
first part of this question—collection 
of maximum revenue—namely: (1) 
Certainty of collection and (2) equi- 
table tax rate increases. That certainty 
of collection in the bottom brackets is 
important, may be noted from the Gal- 
lup Poll ieported on Nov. 16, 1942, 
showing the classes of taxpayers who 
are currently saving for payment of 
their taxes. By income levels these 
ate: Upper—47 per cent., Middle— 
36 per cent., Lower—15 per cent. The 
collection problem is in the bottom 
brackets, and any current proposal to 
cancel taxes in the higher brackets sug- 





gests an unnecessary reduction of tax 
revenues. 

As regards equitable tax rates, if 
appropriate action is taken on my sug- 
gestion to restate the amounts of per- 
sonal exemptions and credits for de- 
pendents to conform to current neces- 
sary costs of living, much higher tax 
rates can be imposed with minimum 
objection because under this plan the 
bare cost of living will have been re- 
covered before any tax is deducted. 

In considering the effect of this 
plan on the cost of collection, it is 
reasonable to assume that 20 million 
tax returns would become unnecessary. 
Instead of keeping 20 million accounts 
with as many taxpayers, the Treasury 
need keep accounts with only the rela- 
tively few employers concerned, with 
whom social security accounts are al- 
ready kept. Much less work would be 
required of employers than under the 
Victory Tax, and the cost of adminis- 
tration would be very much less than 
that of the Victory Tax. 


(2) How may manpower be con- 
served, and unnecessary inter- 
ference with war production be 
avoided ? 


A direct contribution to the acute 
manpower problem would result if, in- 
stead of shifting tens of thousands of 
persons to tax administration and col- 
lection, they be given essential work to 
do. If they have the necessary training 
for tax work, they are needed in the 
accounting branches of the military 
service or in the accounting depart- 
ments of war plants. If they do not 
have that training, there is not sufh- 
cient time to acquire it during this 
war. 


WouLp MINIMIZE INTERFERENCE 
WITH WAR PRODUCTION 


Serious interference with war pro- 
duction can be avoided by eliminating 
the filing of 20 million tax returns. 
The time required for this, and in ex- 
plaining or defending these returns, 
would amount to about 160 million 
man hours annually. In addition, there 
would be much time lost in discussing 
the propriety of deductions, and after 
a few nights sitting up with a compli- 
cated tax form which is a mystery to 
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a new taxpayer, the quality of the war 
work performed would not be greatly 
enhanced. Elimination of these re- 
turns would be an economic gain and an 
act of kindness to 20 million persons. 


(3) How may the tendency toward 
inflation be curbed, and _post- 
war inflation avoided or mini- 
mized ? 


That price controls and other anti- 
inflationary measures are not consid- 
ered adequate is evident from the 
Treasury's “Spending Tax’ proposal 
—which few have so far understood. 
This “pay as you owe’’ plan affects this 
inflation problem in two ways: (1) 
The proposed plan for transition from 
the present method of tax collection 
to the current-payment basis here sug- 
gested, and (2) the facility with which 
tax rates may be increased with mini- 
mum objection. 

To get on a current-payment basis 
in 1943 for taxpayers subject to de- 
duction at the source, it is suggested 
that the rate in the proposed $4,000 
bottom bracket for 1942 be fixed at 
one-half the rate to be imposed for 
1943, and that the 1942 tax in this 
bracket be paid in full, preferably by 
deduction at the source, by June 15, 
1943. The plan provides for deduc- 
tion of the tax where there is a change 
of employers, by requiring that the 
new employer be furnished the neces- 
sary information by previous employ- 
ets. Deduction at the source for the 
1943 tax would begin after that date 
and be completed by December 31. In 
this way all taxpayers subject to with- 
holding would be paying tax through- 
out the year. 

The reduction of 50 per cent. for 
1942 would apply to the first $4,000 
net of all individual taxpayers, how- 
ever, and in order that those not sub- 
ject to withholding may also contrib- 
ute throughout the year, it should be 
provided that they will receive the 
benefit of the reduction only to the 
extent that they buy and hold war 
bonds during the period June 16-Dec. 
31, 1943. They have to file returns 
in any event. This would be a tem- 
porary “induced savings” plan. 

Cancellation of tax on income above 
the $4,000 bottom bracket is not sug- 
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gested. It is unnecessary, and would 
release funds which would increase the 
inflation threat. 

Tax rate increases are the only way 
so far discovered to keep the national 
income available for spending, within 
speaking distance of the supply of 
goods and services. Rates can, under 
this plan, be increased with a mini- 
mum of objection. Sharp increases are 
to be expected, and they should be 
arrived at only after consideration is 
given to necessary costs of living. The 
rates should then be increased consid- 
erably if we are to pay our share of 
the war cost and at the same time put 
brakes on the inflationary movement. 

The desirability of a tax plan can 
be best judged by comparison with ex- 
isting law and with other current tax 
proposals. 

The law as it stands has been com- 
mented on indirectly by means of the 
suggestion for changes and the reasons 
given therefor. Because of its incidence 
on the small taxpayer and its tremen- 
dous cost of administration, some ac- 
tion may be expected from current 
hints that the Victory Tax may be modi- 
fied or converted to other purposes. 

Any other proposal for placing in- 
come taxes on a current-payment basis 
should be carefully considered to de- 
termine whether: (1) Its cost of ad- 
ministration would be prohibitive; 
(2) it contributes substantially toward 
the problem of collection in the bot- 
tom brackets; (3) it would further in- 
crease the gravity of the already acute 
manpower problem, or would contrib- 
ute to war production; (4) it would 
release into the already swollen stream 
of purchasing power all of the funds 
which have been set aside for tax pay- 
ments; (5) it would result in wind- 
falls of wealthy individuals concerning 
whose taxes there is no serious collec- 
tion problem; and (6) it would can- 
cel about eight billion dollars of taxes 
due the Government. That is no way 
to pay for a war. 


Evening Course in War Accounting 
Problems 

Columbia University has announced a 
new evening course in “Accounting Prob- 
lems Arising out of the War.” Among the 
categories announced are: Government war 
contracts, priorities and allocations, and 
price control. 











PROBLEMS OF CONTROL 
DURING WAR TIME 
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location, industrial skill or a kind of 
culture that gives it peculiar status in 
the world about? If it does not have 
any developed, unique quality, does it 
have such a quality or qualities in po- 
tential? Based on the world around, 
and the planning organization’s rela- 
tions to it, it becomes necessary to ap- 
praise and determine the organization’s 
own ability to serve and participate in 
that world. ; 

The econometric method combines 
economics with statistics and mathe- 
matics. Beginning with known eco- 
nomic forces, their influence is meas- 
ured and changes in direction and new 
pressures are noted. Then, statistically 
and mathematically, the effects of 
noted changes may be determined with 
reasonable accuracy. This makes possi- 
ble forecasts of general and_ specific 
economic situations. It is this kind of 
forecasting that is required in the de- 
cisions made in the planning process. 

4. The Meeting of Emergency War 
Demands. While getting ready for the 
post-war world the controller will con- 
stantly have to revise his current budg- 
ets as new and unexpected emergency 
war demands descend upon his com- 
pany. Just about the time a budget is 
made out and nicely tucked away, the 
Army or the Navy will want several 
million of this or that new product 
made or an old item modified. Perhaps 
the opening of a major offensive will 
require new kinds of camouflage cloth, 
new vehicles, special bridge members, 
pipes, and the like. Of course, they 
must be made and immediately, even 
though they were not budgeted. 

Because war itself is so uncertain, 
many of its demands are unpredictable, 
but this fact does not justify the con- 
troller in helplessly throwing up his 
hands and giving up his attempts to 
budget. The major demands of war are 
predictable and satisfactory allowance 
can always be made to take care of the 
unpredictable. 

But these conditions mean that a 
new kind of flexible budget must be 
used. Emergency demands also mean 


























that new opportunities for wasteful 
practices will arise. The. controller 
must be more alert than ever, to pre- 
vent special temporary increases in cost 
from becoming permanent. Most im- 
portant, however, he must continu- 
ously encourage discussion and study 
of the position of his company in the 
post-war world of higher price levels 
and shifted demands. 


URGES SURVEY OF 
OFFICE MACHINES 


A survey of every office machine in 
its possession should be made by 
every company as soon as possible, 
according to Mr. Grady Powell, as- 
sistant secretary-treasurer of Lane’s 
Drug Stores, Inc., who spoke on the 
subject at a recent meeting of the At- 
lanta Chapter of the National Office 
Management Association. 

“Such a survey will show where 
each machine is situated, and how it 
is being used,” Mr. Powell said. “A 
record of each machine should be 
made, showing make and model, 
date purchased, condition and loca- 
tion. A statement should be prepared 
by the operators or managers show- 
ing how the machine is used, length 
of time used on each job each day, 
and peak periods—with full infor- 
mation as to reason for peak peri- 
ods.” 

A digest of the address is pub- 
lished in “American Business” for 
December, 1942. Among the other 
points raised by the speaker is the 
importance of educating office work- 
ers to the idea that their machines 
are not theirs personally. As Mr. 
Powell states, ““We are all too fa- 
miliar with the type of mentality in 
many offices which refers to equip- 
ment as ‘my typewriter’ or ‘my dictat- 
ing machine’ and says, ‘No, you can’t 
use it. I will need it in a few min- 
utes.’ Then the machine may be idle 
the remainder of the day.” 

Executive officers are as much at 
fault as employes, the speaker said. 
“In most executive offices there is a 
surplus of tables, chairs and files, 
some of which are badly needed else- 
where.” 


HELPING BURROUGHS USERS MEET TODAY’S: PROBLEMS 
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.- that are helping to solve 
wartime accounting problems 






Eliminate any unnecessary checking or proving; 
eliminate superfluous information on reports, as 
well as reports that are no longer essential. 


Obtain as a by-product of regular routines such 
vital reports as Labor Distribution by Accounts, 
Materials Used, Taxes Collected from Employees, 
War Bond Purchases by Employees. 


Combine or redesign forms so that related records 
—such as pay check, voucher, earnings record and 
payroll—can be posted together in one operation. 


Keep machines busy by relieving skilled operators 
of pre-listing, stuffing, heading accounts and 
other non-posting duties, and by scheduling relief 
operators for lunch hours, rest periods, etc. 


Make sure that operators are taking full advantage 
of figuring short-cuts, and that they are using 
all the time-saving features of their machines. 


Locate and eliminate causes of bottlenecks or idle 
machine minutes by rearranging machines, duties 
or the flow of work to the machines. 


Keep machines in the best possible condition 
through regular inspection, cleaning, lubrication 
and adjustment by Burroughs service men. 
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FOR WAR machines, applications and pro- 
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The Securities and Exchange Com- 
mission made public on January 8, 
1943, an opinion in its Accounting 
Series indicating the disclosure to be 
made in financial statements with re- 
spect to reserves established to pro- 
vide for possible losses and other con- 
tingencies arising out of existing war 
conditions. The opinion, prepared by 
William W. Werntz, Chief Account- 
ant, follows: 


“In view of the material effects which 
war conditions may have on the results of 
operations and the financial condition of 
corporations, careful consideration must 
be given to the need for establishing ap- 
propriate reserves intended to provide for 
final settlement of war production con- 
tracts, for post-war readjustments, and for 
other possible losses or adjustments re- 
sulting from present conditions. Where 
such reserves are established, a full and 
accurate disclosure of the reserves estab- 
lished and the purposes thereof is re- 
quired by Regulation S-X in financial 
statements filed with the Commission. 

“Since reserves such as those mentioned 
will differ in character, depending on 
the purpose underlying their establish- 
ment, the provisions of Regulation S-X 
that will be applicable depend to some 
extent upon the nature of the particular 
reserves. 

“Reserves in the nature of valuation or 
qualifying reserves are required to be de- 
ducted from the assets to which they ap- 
ply in conformity to Rule 3-11 of Regula- 
tion S-X, ‘ Others not relating to specific 
assets should properly be shown under 
Caption 32 of Rule 5-02—Reserves, not 
elsewhere shown. 

“In still other cases the contingency or 
condition against which the reserve is pro- 
vided may be so indefinite and problemati- 
cal that the reserve is in effect no more 
than earmarked earned surplus, and can 
best be shown as a subdivision thereof. 

“Finally, in certain cases the reserve 
may reflect the estimated amount of an 
actual liability and should be shown as 
such. In any case the caption of each 
reserve or major class of ‘reserves should 
be clearly descriptive of the purpose for 
which the reserve has been established. 

“It should further be noted that Rule 
12-13, which asks for supporting data as 
to all reserves not included in specific 
schedules, requires that the reserves be 
grouped and listed according to major 





SEC Requests Full and Accurate 
Disclosure of Reserves 


classes under properly descriptive titles. 
While the instructions permit the group- 
ing of special contingency reserves it 
would be improper, in my opinion, so to 
group reserves of the character under 
discussion or to combine them with other 
reserves as to fail to disclose clearly the 
various types of war contingencies and 
conditions for which reserves have been 
established. 

“Classification and description of the 
charges made in establishing such re- 
serves should likewise be given careful 
attention. In this connection it should 
be noted that Rule 3-19 (c) requires dis- 
closure of the policy followed as to pro- 
viding for depreciation, depletion, ob- 
solescence, and amortization. Where es- 
tablishment of a reserve of the type under 
discussion involves a modification of any 
of such policies, a clear statement is 
called for by the rule. Where the off- 
setting charges are not made to the profit 
and loss or income statement it will be 
noted that the schedules required in sup- 
port of reserves call for a clear descrip- 
tion of the circumstances. Where the 
offsetting charges are made to the income 
statement, it will be noted that Rule 5-03 
requires the amounts, if significant, to be 
stated separately and clearly described, 
unless properly includible under the cap- 
tion ‘Cost of Sales,’ which caption the 
rule does not require to be subdivided. 

“Particular attention is also directed to 
the fact that the requirements of Regu- 
lation S-X are to be considered to be 
minimum requirements and that Rule 3-06 
specifically requires that there ‘shall be 


added such further material informationi: 


as is necessary to make the required 
statements, in the light of the circum- 
stances under which they are made, not 
misleading.’ However, care should be 
taken that no disclosure of information 
is made which would contravene the Code 
of Wartime Practices. 

“Reserves of the character under dis- 
cussion may in some cases indicate a fu- 
ture need of cash, as for example in the 
case of reserves for separation allowances. 
While the provision of funds to meet 
necessary expenditures is not a matter of 
accounting policy, it may be appropriate 
to point out that the mere establishment 
of a reserve will not of itself ensure the 
accumulation and availability of such 
liquid funds as may be required. Where 
such future cash requirements exist, inde- 
pendent consideration should be given, 
as a matter of financial policy, to the de- 
sirability of taking additional steps to- 
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ward providing such .funds, as by ‘fund- 
ing’ the reserve through accumulation and 
possibly segregation of cash or liquid as- 
sets equivalent to the reserves established.” 


In its report, “Wartime Planning 
To Meet Postwar Problems,” the Com- 
mittee on Postwar Controllership 
Problems, of The Controllers Insti- 
tute of America, put emphasis on the 
necessity of establishing adequate te- 
serves, for various purposes which 
were described and listed. 

Among these were: 


Reserves against inventory value 
shrinkage. 

Reserves against shrinkage of re- 
ceivables. 

Reserves against losses attributed to 
cancellation and settlement of war 
contracts, and redetermination of costs 
and profits. 

Reserves against unusually heavy 
depreciation of property—plant facili- 
ties because of excessive wartime op- 
eration and lack of adequate mainte- 
nance and repairs, 

Reserves against obsolescence of 
plants. 

Reserves against war and postwar 
losses arising from new and unusual 
situations. 

Reserves against retroactive wage 
and salary increases and against “‘roll- 
back”’ of prices. 

Reserves against losses in the dis- 
posal of inventories not necessary in 
peace time operations. 

Reserves for amortization of plant 
facilities. 

Reserves against cost of converting 
plant and machinery to peace time 
operations. 

Reserves against separation or retire- 
ment allowances. 

Reserves for advertising and other ex- 
penditures to recreate peace time markets. 

The accounting opinion just issued 
by the Securities and Exchange Com- 
mission is thus of great importance to 
controllers. 
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MIDWESTERN CONFERENCE 
IN CLEVELAND 

The Midwestern Spring Conference 
of Controllers will be held in Cleve- | 
land, under the direction. of the Cleve- 
land Control, of which Mr, C. L. Cole 
is president. 
| The dates are to be determined. The 

Conference will take place in April 
or May. 























TWO CONTROLLERS 
IN ORDNANCE OFFICE 


The Institute, whose members are con- 
tributing to the war effort on many fronts, 
is represented in the Office of the Chief of 
Ordnance, at the War Department, Wash- 
ington, D. C., by two members—one in 
uniform and one in mufti. Lieutenant Col- 
onel Russell M. Riggins, formerly treasurer 
of the Phillips Petroleum Company, Bar- 
tlesville, Oklahoma, now is Chief of De- 
pots Section, Field Service Division, Office 
of Chief of Ordnance. Mr. John A. Don- 
aldson, former president of The Institute, 
is on duty as a civilian as assistant to the 
Chief of the Fiscal Branch. He continues 
as controller of Butler Brothers, Chicago. 

In response to an inquiry regarding his 
duties, Lt. Colonel Riggins writes: “I am 
responsible for the efficient and effective 
management of all the Ordnance Field 
Service Establishments (depot and motor 
bases) numbering some 75 throughout the 
United States. Part of this is accom- 
plished through decentralization, the United 
States being divided into seven Ordnance 
zones with headquarters in each zone. A 
Zone Chief and his staff are in charge of 
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Zone headquarters report to my section. 
“These field establishments are large 
Army posts. They receive, store and issue 
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Thomas L. Evans Joins 








J. N. Adam & Company million cards a day are handled as easily as 
Mr. Thomas L. Evans, for the past six a thousand, with your regular clerks and 
years controller and a director of N. Snell- ay : Saal : : 
enburg & Co., Philadelphia, has been ap- operators, anc without investment in costly 
pointed treasurer and a director of J. N. machinery or equipment. Ask the McBee 
Adam & Co., Buffalo. Mr. Evans, who representative. 





joined The Institute in March, 1937, was 
president of the Philadelphia Control for 
the fiscal year 1941-1942. 

Before joining Snellenburg’s, Mr. Evans 
had been on the staff of Lybrand, Ross 
Bros. & Montgomery, had served the Com- 
monwealth of Pennsylvania in charge of 
all finance and control during Governor 
Pinchot’s administration, and had major re- 
sponsibilities of organization in certain 
mergers and acquisitions of the Bethlehem 
Steel Company. 

Mr. Evans, who attended the Wharton 
School of the University of Pennsylvania, 
is treasurer and a trustee of Temple Uni- 
versity, and chairman of the Philadelphia 
County Board of Assistance. 
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Controllers generally have provided 
revised forms of earnings records to 
record and account for sums deducted 
from employees in payment of the 
Victory Tax. 

Mr. H. G. Hinck, of the Waller- 
stein Company, of New York City, 
provides copy of the form to be used 
by that company. It is an earnings rec- 
ord which that company has main- 
tained for several years. A Victory 
Tax column has been added. 

Mr. Hinck writes: 


“The information on these forms is 
a carbon impression of information 
which appears also on the stub of the 
payroll check or pay envelope and on 
our payroll summary sheets for each 
period, all three of the records being 
written simultaneously. The aggregate 
of the Victory tax deductions for all 
employees for each pay period, as 
shown on the payroll summary sheets, 


How Companies Are Interpreting 
Victory Tax to Employees 


is credited to a liability account in the 
general ledger. 

“The aggregate of the Victory tax 
shown on all employees’ earnings rec- 
ords within each quarter of the year 
must agree with the general ledger 
figure, and the latter therefore serves 
as a controlling account for the de- 
tailed records. The general ledger fig- 
ure will be the basis of our Victory tax 
return on Form V-1 for each quarter. 

“At the end of the year we will 
total the four quarterly figures on each 
employee’s earnings record to get the 
figures for Form V-2 (Statement of 
Victory Tax Withheld) .” 

The form is shown at the bottom of 
this page. 

Mr. George I. Brigden, of the St. 
Joseph Lead Company, New York 
City, provides a copy of the stub which 
is attached to the checks in payment of 
wages or salaries. The stub is shown in 
the next column. 
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THIS STATEMENT SHOULD BE DETACHED 
AND RETAINED BY EMPLOYEE, 


ST. JOSEPH LEAD CO. 





The Form V-2, prepared by the 
United States Treasury Department, 
is a part of the program to be followed 
by employers. They are obtainable 
from the Treasury Department. 
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Men of Mettle 


Our men of mettle in the armed forces will 


REN MEH SEE RINE SITIOS BE RETEST Tit or TOR RE age 


smash their way to complete Victory. 


Their mettle is backed by faith in themselves, 


in their leaders and in the people on the home front. 


It is the job of the people at home to match 


LYRE GERRI eer arom a 


the METTLE of our men on the firing line with 





every bit of METAL we can put into their hands 





in the form of planes, tanks, ships, guns, ammuni- 


tion and all the other needed materials of war. 


BUY WAR BONDS 
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Effect of Straight-Line and Sinking-Fund 


Depreciation Applications on Electric Rate 
Base Depreciation 
By Raymond E. Brennan 


Treasurer, Portland (Oregon) General Electric Company 


As is rather generally known, the 
straight-line and the sinking-fund 
methods of accruing depreciation on 
any given value of depreciable prop- 
erty over the entire life of such prop- 
erty finally accomplish identical math- 
ematical results. 

In the straight-line method, the 
total depreciable value is amortized 
in equal monthly accruals spread over 
the life of the property involved; 
whereas, in the sinking-fund method, 
accruals are made over the period of 
such life in equal monthly amounts 
(commonly referred to as annuities), 
which amounts, with interest thereon 
compounded annually at a given in- 
terest rate, will, upon the expiration 
of the related property’s life, ac- 
cumulate an amount equal to the 
total depreciable value of such prop- 
erty. 

For purposes of electric service 
rate calculations, the regulatory com- 
missions permit all of such straight- 
line depreciation accruals to be 
charged as electric utility operating 
expense, and assign the depreciated 
value of property used or useful in 
the public service as the electric rate 
base. In the sinking-fund applica- 
tion, those commissions permit, for 
such purposes, only the fixed monthly 
annuities to be charged as electric 
utility operating expenses and all of 
the interest accruals (the interest 
component of the depreciation pro- 
vision) are required to be charged as 
income deductions, that is, “below 
the line.” Moreover, in those in- 
stances where the sinking-fund 
method is in effect, the electric rate 
base is represented by the undepre- 
ciated value of property used or use- 
ful in the public service. 

It is reasonable to believe that 
there are few questions more fre- 
quently asked and less satisfactorily 
answered than the following quoted 
one: “Since utility companies using 
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the straight-line method of provid- 
ing depreciation are permitted to 
charge to their electric rate payers all 
of the depreciation so provided, such 
companies, understandably, are re- 
quired to use as their electric rate 
base the depreciated value of prop- 
erties used or useful in the public 
service. However, where the sink- 
ing-fund method of providing depre- 
ciation is used, only the so-called an- 
nuity portion of such depreciation 
provision is permitted to be charged 
to the electric rate payer and the re- 
mainder thereof (the interest com- 
ponent) is required to be charged as 
an income deduction; surprisingly, 
in such instances the electric rate 
base is assigned on the undepreciated 
value of the property used or useful 
in the public service. Inasmuch as 
the annuity portion of such deprecia- 
tion provision is charged to the util- 
ity company’s electric rate payer, why 
should that company be permitted to 
earn on the entire undepreciated 
value of its electric properties; does 
this practice not result in such com- 
pany’s deriving earnings from its 
initial and entire investment in prop- 
erties used or useful in the public 
service, when, in fact, a portion of 
that investment (the annuity com- 
ponent of the depreciation provision) 
has already been recovered from 
charges made to its electric rate 
payer?” An attempt to reply con- 
cisely and clearly to this interroga- 
tive follows. 

A utility company providing de- 
preciation on a straight-line basis de- 
rives an earnings return on its orig- 
inal investment in utility plant from 
two sources: 

1. From the electric rate payer, only 
to the extent that such earnings 
represent a return on the com- 
pany’s investment, on a depreci- 
ated value basis, in its electric 

(Please turn to page 33) 
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The Controller, January, 1943 


Delay in Issuing Victory Tax 
Rulings Irks Controllers 


Controllers have been complaining 
about the lateness of rulings by the 
Commissioner of Internal Revenue as 
to the details of the coverage of wages 
in the Victory Tax, at the year end, 
and about the changes in the rulings 
which were made at the last minute— 
on December 31, to be exact—even 
though the last ruling eased the proce- 
dure somewhat. 

One controller criticised “the in- 
excusable manner in which the Treas- 
ury Department handled the issuance 
of instructions regarding Victory Tax 
deductions on 1942 income paid in 
1943.” He pointed out that for weeks 
no regulations or instructions were is- 
sued. Continuing, he says: 

“Then in the last few days of De- 
cember the newspapers announced that 
the Treasury Department had ruled 
that the tax had to be deducted from 
all payments made in 1943, regardless 
of the pay period ended. Finally (I be- 
lieve it was on January 2, 1943) * 
the Treasury Department reversed this 
ruling and decided that the tax would 
apply only to amounts paid in 1943 
covering pay periods ending in 1943. 

“All of this resulted in the needless 
expenditure of valuable time by con- 
trollers, their staffs and their legal 
counsel at the time that the payrolls 
involved were actually being prepared.” 

He characterized this as ‘‘inexcus- 
able fumbling.” 

The Controllers Institute of Amer- 
ica was continuously in touch with this 
situation through the last days of De- 
cember, and endeavored to keep its 
members informed concerning these 
tulings, as they were made, but was 
unable to do so with respect to the 
last ruling, because it was issued too 
late to be of any help to them. 

As a result of the latest ruling it 
will be necessary for many companies, 
which had proceeded under the earlier 
tuling, to refund a portion of the tax 
collected, to the employees. 


* It was actually ruled on December 31. 


The details of the communications 
between The Institute’s Committee on 
Cooperation with the Treasury Depart- 
ment, of which Mr. E. G. Hamrick is 
chairman, and the Commissioner of 
Internal Revenue, are interesting. The 
following exchange of telegrams took 
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place between The Controllers Insti- 
tute’s Committee and the Bureau of 
Internal Revenue with respect to the 
effective date of Victory Tax With- 
holding: 

New York, December 24, 1942 
“Mr. Guy T. Helvering 
Commissioner of Internal Revenue 
Washington, D. C. 

The following three methods have been 
used by employers for purpose of form ten 
ninety-nine and Social Security taxes with 
respect to wages earned during end of one 


(Please turn to page 36) 





operations of fastening a new sheet 
every time the carbon wears out, the - 

~~ worn sheet is torn off and a fresh sup- 
ply pulled forward without removing 
blades that hold carbon... 
supply of ten flat sheets of carbon, 
folded in half. . 
8% x 7%, 6 part forms have been typed 
from ONE loading of Repeat-0-Paks on 
the Electromatic machine. 


OUTSTANDING 
FEATURES 


SAVES TIME Operator loads ma- 
chine with six to fifteen times more 
carbon than with the old way. . . . Suf- 
ficient supply for two to four weeks, 
depending on number of forms typed. 


ECONOMICAL Usual 30% waste 
of each flat carbon sheet is eliminated. 





CARBONS STITCHED 
10 REPEAT-O-PAK 


MORE EFFICIENT Easily installed 
by clipping the REPEAT-0-PAK holder 
to the carbon blade. No special de- 
vices needed. 


FASTER No fumbling, no fussing. 
Saves time of constant reloading. 
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Loads IO Times More Carbon Paper 
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CARBON SHEET 
EXTENDED FOR USE 





CLEANER Only the paper holder is 
handled when installing, not the car- 
bon. No smeary soiled hands or fingers. 


MORE ACCURATE Once 
REPEAT-O-PAK is properly fastened 
to blade, all sheets are automatically 
set TRUE and in perfect alignment. 


LASTS LONGER Special Buffer 
Sheet can be furnished to protect top 
carbon from cutting. 


MORE PRACTICAL Special 
Block-out Sheet can be attached to 
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MANUFACTURED FOR 
Electromatic, Underwood, Remington 
and Burroughs Fanfold Machines... 

ALSO 
for the following devices for typing con- 
tinuous forms on typewriters... American 
Sales Book Carbon Shifter, Egry Speed 
Feed, Gilman Carbon Shifter, United 
Autographic Register Adapters. 








carbon to eliminate copy on bills of 


lading, shipping, or packing copies. 
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—simply send a sample form, state name of machine 
used, and size of type (or send sample typing.) 
STAMCO REPEAT-O-PAK carbons are tailor-made to 
fit individual forms, and this detailed information 
enables us to furnish exactly the size ard quality of 
carbons to make your forms work perfectly. 


CHICAGO, ILLINOIS 













The Office of War Information has 
recognized the importance of the cam- 
paign to cut off some of the useless 
questionnaires directed to business 
concerns by governmental agencies, 
which plagued controllers sorely dur- 
ing 1942. The O W I recently issued a 
statement on this subject which will 
serve to clarify the thinking of busi- 
ness executives with respect to recent 
developments. The O W I statement 
says, in part: 


OWI STATEMENT 


“Additional controls by the Bureau 
of the Budget on requests for statis- 
tical data by Federal departments and 
agencies from business and industry 
will become effective January 1, 1943, 
Harold D. Smith, Director of the Bu- 
reau of the Budget, assures business 
men. 

“Director Smith released the con- 
tents of a letter he had received from 
Eric A. Johnston, President of the 
Chamber of Commerce of the United 
States, together with his reply. “There 
is no disagreement between Govern- 
ment ‘and business leaders,’ Director 
Smith wrote concerning the desirabil- 
ity of reducing paper-work to a mini- 
mum. 


How IssuANCE OF FoRMS 
Is CONTROLLED 


“In an affirmation of the Govern- 
ment’s policies to control and limit the 
issuance of data requests, Director 
Smith cited the Budget Bureau’s mech- 
anism for reviewing all forms and as- 
signing approval numbers and expira- 
tion dates to each form after approval 
by the Bureau’s Division of Statistical 
Standards. 

“After January 1, 1943, with cer- 
tain exceptions to be noted, every au- 
thorized Federal form which calls for 
data or information will bear a Budget 
Bureau approval number and may carry 
an expiration date, in accordance with 





a regulation issued August 31, 1942.’ 
Director Smith wrote, adding that 
whenever a form is received after Jan- 
uaty 1, 1943, without an approval 
number, there is a fair presumption 
that the form has not been reviewed 
and the request has not been author- 
ized. Such cases should be reported to 
the Bureau for attention and advice. 

“Comments from business men con- 
cerning Government forms were in- 
vited by Director Smith, and he added 
that ‘their views will be considered 
when the review of each form is un- 
dertaken.’ 


CONTROLLERS REPRESENTED ON 
ADVISORY COMMITTEE 


“‘The Bureau of the Budget has 
recognized that the continuation of 
many normal data requests, and the 
added requirements of emergency data 
requests brought about by such neces- 
sary war-time activities as materials 
control, rationing, economic stabiliza- 
tion, price controls and others, have 
imposed a heavy burden on industry, 
especially at a time when man-power 
is scarce. To the extent that this bur- 
den is necessary, it must be regarded 
as incident to the other burdens which 
war imposes,’ Director Smith wrote. 
The approval numbering system is cal- 
culated to have the effect of minimiz- 
ing the burden, however necessary it 
be, the Budget Director added. 

“Cited as another effort of the 
Budget Bureau to cope with the paper- 
work problem is its cooperation with 
a number of business organizations 
who compose the Advisory Committee 
on Government Questionnaires. The 
Advisory Committee includes: Mr. 
W. J. Donald, of the National Elec- 
trical Manufacturers Association, rep- 
resenting the American Trade Associa- 
tion Executives, chairman; Mr. F. 
Stuart Fitzpatrick, Manager, Construc- 
tion and Civic Development Depart- 
ment, Chamber of Commerce of the 
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OWI Takes Cognizance of Campaign 
Against Useless Questionnaires 


United States, secretary; Mr. David R. 
Craig, President, American Retail Fed- 
eration; Mr. J. F. D. Rohrbach, Vice- 
President, Raybestos-Manhattan Inc., 
representing the National Association 
of Manufacturers; and Mr. H. P. 
Thornton, Vice-President and Control- 
ler, White Motors Company, repre- 
senting The Controllers Institute of 
America. 

“Director Smith praised the forma- 
tion of the Advisory Coramittee, which 
will work closely with the Division of 
Statistical Standards, and said that both 
the Government and business will bene- 
fit from the better understanding that 
will result from such cooperative meas- 
ures.” 

The efforts put forth by members of 
The Controllers Institute of America 
last summer helped lay the ground- 
work for the development which Mr. 
Elmer Davis’s Office of War Informa- 
tion describes. 


Personal Note 
Mr. E. A. Seffing, controller of the 
Cleveland Tractor Company, Cleveland, 
Ohio, recently was made secretary and con- 
troller of the company. He has been a 
member of The Controllers Institute of 
America since May 31, 1940. 
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Forty-Eight Retroactive Provisions 
of 1942 Revenue Act Analyzed 


A helpful analysis of 48 retroactive 
provisions included in the Revenue 
Act of 1942 is published in the De- 
cember issue of the “New York Cer- 
tified Public Accountant.” Written 
by N. Harry Sack, C. P. A., the study 
takes up each provision individually, 
giving the year to which each is re- 
troactive, and comparing the current 
provision with the one it is designed 
to correct. For instance, Section 501 
of the 1942 Revenue Act, covering 
additior.al credits for undistributed 
profits tax, is retroactive to years be- 
ginning on or after January 1, 1936. 

“Under the Revenue Act of 1936,” 
the author explains, “a corporation 
would be subjected to the surtax on 
undistributed profits although it had 
no accumulated earnings and profits, 
if it had taxable net income. This 
worked a grave injustice where the 
corporation was prohibited by state 
law from paying dividends. This 
section grants relief by providing for 
additional credits for undistributed 
profits tax which may be obtained 
without regard to the statute of lim- 
itations if claim for refund is filed 
on or before October 21, 1943.” 

Retroactive to January 1, 1939, is 
Section 118, correcting the previous 
requirement that the “‘last-in first- 
out” method could not be used un- 
less it was used in al] reports to 
stockholders and creditors during 
the taxable year. Now, Mr. Sack 
points out, only the annual report 
must value inventories on the LIFO 
method. “Any taxpayer whose use 
of the LIFO method was disallowed 
in prior years because of noncompli- 
ance with the report provisions of 
the prior law may not be entitled to 
refunds.” 

Some of the new provisions are ret- 
roactive to all prior Revenue Acts. 
Three cited by the author are: Sec- 
tion 116, relating to recovery of bad 
debts and prior taxes; Section 121, 
governing non-trade or non-business 
deductions, and Section 146, which 
covers the effect of wash sale losses 
on earnings and profits. 


_ Mr. Sack’s analysis segregates the 
various retroactive provisions into 
three groups; (1) Individual and 
Corporation Income Taxes, (2) Ex- 
cess Profits Taxes and (3) Estate and 
Gift Taxes. Specification is made 
wherever the retroactive benefits of 
these provisions to prior years may 
be obtained only by filing consents or 
by making an election within a spe- 
cified period. 

This issue of the magazine also 
contains two other papers on the 
Revenue Act of 1942. One, by Peter 
Guy Evans, C. P. A., is entitled “New 
Provisions Affecting Losses and Bad 
Debts,” and the other, by Benjamin 
Grund, C. P. A., is entiled “Capital 
Gains and Losses Under the Revenue 
Act of 1942.” 





STRAIGHT-LINE DEPRECIATION 
(Continued from page 30) 











utility property used or useful in 
the public service. 


2. From earnings on the accumulated 


depreciation provisions made by 
the company, which earnings are 
unrestricted as to their disposi- 
tion; that is, they inure to the 
benefit of the company’s security 
holders. 


In the event that a utility company 
provides its depreciation on a sink- 
ing-fund basis, its security holders 
are not permitted to derive any earn- 
ings in the nature of return on such 
accumulated depreciation provisions, 
it being mandatory that the entire 
amount of such earnings be retained 
in that company’s depreciation re- 
serve. For that reason, such a utility 
company can only derive its earnings 
directly from the electric rate payer, 
and therefore, it is essential that that 
company be permitted to use as its 
electric rate base the undepreciated 
value of its initial investment in elec- 
tric utility property used or useful 
in the public service. 
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“AUDITING DEVELOPMENTS DUR- 
ING THE PRESENT CENTURY,” by 
Walter A. Staub; Published by Harvard 
University Press, Cambridge, Massachu- 
setts. 99 pages. $1.25. 

This book constitutes the fourth series 
of the Dickinson Lectures in Accounting at 
the Harvard Graduate School of Business 
Administration. The earlier series dealt 
with the development of Accounting in 
the United States and Great Britain, where 
as the present volume consists of the lec- 
tures concerned with the problems of Au- 
diting, which has undergone radical changes 
in recent years. 

Mr. Staub is well qualified to write on 
this subject as he is one of the country’s 
outstanding accountants, and has been in 
the public accounting field for more than 
forty years. The author in this small vol- 
ume takes the reader from the old days, 
when the auditor was regarded as a kind of 
bloodhound whose primary concern was 
with the cash records, down to the present 
day when the modern audit covers all the 
transactions of the company, including the 
examination of inventories and the review 
of receivables, features receiving scant at- 
tention not many years ago. 

The newer approach really began with 
the First World War when taxes were ma- 
terially increased. The author points out 
the influence of banks which to a greater 
extent no longer granted credit solely on 
character, but relied also on a definite 
knowledge of the financial affairs of the 
borrower. The influence of regulatory bod- 
ies such as the New York Stock Exchange, 
the Interstate Commerce Commission, the 
Federal Power Commission and the Federal 
Communications Commission is discussed. 
Likewise the various obligations imposed 
on issuers of securities are briefly touched 
on. Other subjects covered are the social 
uses of auditing, present day practices and 
procedure, internal check and control, the 
function of the controller, with a list of 
his duties as developed by The Controllers 
Institute of America, and internal auditing. 
The closing chapter is devoted to the au- 
ditor’s report. 

This little book, written in a terse, yet 
simple style, fulfills its purpose. 

Reviewed by RANDOLPH LANE 


“CONSOLIDATED STATEMENTS” by 
Edwin J. B. Lewis, Instructor in Account- 
ing, Northwestern University. Published 
by The Ronald Press Company, New York. 
306 pages, problems 85 pages, solutions 
103 pages. $6. 

This is a self-contained analysis not only 
of the principles and methods of consoli- 
dation, but also of the construction of ade- 
quate working papers and of the interrela- 
tionships involved in corporate accounts. It 
is intended for use both by students in 
advanced university courses and by account- 
ants in corporate and professional practice 
who desire to reexamine logically the the- 
ory underlying consolidated financial state- 
ments. 


REVIEWS of Recent Business Publications 


The analysis consists of fifteen “lectures.” 
The first ten lectures outline the principles 
of consolidation and illustrate their appli- 
cation to specific situations. Later lectures 
deal with foreign subsidiaries, multi-com- 
pany consolidations, short-cut methods for 
solving problems within the time allow- 
ance of professional examinations, and il- 
lustrative case material from the annual 
reports of representative American corpo- 
rations. 

One of the most important features is 
the problem and question material. The 
shorter problems are intended to test mas- 
tery of principles in the abstract, and the 
longer problems, many of which require 
three to four hours for solution, to test 
application of principles. 


“OUTLAY AND INCOME IN THE 
UNITED STATES, 1921-1938” by Har- 
old Barger of Columbia University. Pub- 
lished by the National Bureau of Economic 
Research, 1819 Broadway, New York City. 
388 pages, 50 tables and 9 charts. $2.50. 

This book summarizes and extends the 
results of studies of national income and 
capital formation made at the National Bu- 
reau of Economic Research over a period 
of years by Dr. Simon Kuznets of the Uni- 
versity of Pennsylvania. Besides bringing 
together in convenient form the leading re- 
sults of numerous studies published by the 
National Bureau within recent years, Dr. 
Barger sets out to answer two principal 
questions. : 

First, how does national income stack up 
when we measure it, on the one hand, as a 
sum of payments and undistributed net 
earnings; and, on the other, as a sum of 
values of finished products flowing to con- 
sumers and of net capital formation? The 
comparison shows some discrepancy in the 
two measures of national income derived 
in these two alternative ways; and indi- 
cates that either procedure is hampered by 
lack of data on some of the sources of pay- 
ments or some of the categories of finished 
goods covered under outlay. 

The author analyzes possible sources of 
error in detail, and makes suggestions for 
improvement in our methods of collecting 
statistics. While some parts of the economic 
system (e.g. manufacturing) provide ex- 
cellent statistical records of most aspects of 
their operation, for others (e.g., retail 
trade and the service industries) we have 
no really accurate measurements. Yet the 
comparison is very instructive, providing 
as it does a comprehensive and detailed 
picture of both income flow and its utiliza- 
tion. 

Second, can we estimate national income 
by quarters rather than by years? This is a 
question of great interest to business cycle 
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analysts, and others, who are interested 
mainly in the fluctuations of business activ- 
ity, rather than in just how large a national 
income we have. The book provides an 
answer. 

Dr. Barger’s study contains a complete 
set of estimates for consumption, invest- 
ment and national income in the United 
States, quarter by quarter, since 1921. In 
particular, quarterly estimates are built up 
for profits earned in all industries in the 
United States. This involved the analysis 
of the income statements of nearly one 
thousand individual corporations. 

Besides offering a comprehensive set of 
estimates for consumer services, the volume 
provides new figures for the net contribu- 
tion of the government to national income. 
A special appendix treats quarterly move- 
ments of inventories, and an attempt is 
made to segregate inventory profits and 
losses from other profits and losses. 

The book will be of value to those 
interested in national income measurements 
and in the business cycle. 


“MAKE OR BUY,” by James W. Culliton, 
Professor of Business Management, School 
of Business Administration, Boston College. 
Published by Harvard University Graduate 
School of Business Administration Bureau 
of Business Research, Boston. 130 pages. 
$1.50. 

“Should we make it, or should we buy 
it?” is a question which confronts most 
business managements at one time or an- 
other. It should confront them, consciously, 
even more often than it now does, accord- 
ing to Professor Culliton, whose thesis 
really centers on the point that such deci- 
sions “happen” rather than result from 
careful consideration. If the merits of each 
case were carefully weighed, the answer 
would be “buy” more frequently than 
“make.” 

“Even though every purchase and every 
manufacturing schedule implies a decision 
to buy or to make,” the author declares, 
“make or buy problems are considered as 
unusual by many business executives. Any 
executive machinery for discovering make 
or buy decisions is practically nonexistent. 
Consequently, the only make or buy prob- 
lems ordinarily to receive any attention are 
those which come to management's atten- 
tion by way of an accident, an emergency, 
or as the result of an addition of an entirely 
new final product to the company’s line. 
The basis for most current actions of mak- 
ing or buying is, therefore, not a current 
decision but either a decision consciously 
made some time in the past or a decision 
flowing unconsciously out of previously 
established practices or habits.” 

Past decisions should be reviewed more 
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frequently than is the custom, because con- 
ditions which at the time they were made 
may since have changed. The buyer re- 
ceives the benefits of the supplier’s research 
and improvements, because the supplier acts 


in a competitive market, and has the in- 


centive to improve and pass along benefits. 

The company which buys instead of makes 

also profits by the supplier's access to 

cheaper sources of material—as in the case 
of printing, where the printer buys paper 
and ink in volume quantities. 

Controllers will be especially interested 
in Professor Culliton’s chapter on “Cal- 
culating the Cost of Making and Buying.” 
In it he discusses three specific cases in 
which cost analyses provided the basis for 
a decision, and arrives at the following 
rules: 

1. Other things—such as quality and quan- 
tity—should be equal. 

2. The costs should cover the proper area, 
i.e., the full breadth of activities within 
a business that are directly affected by 
the proposed actions. 

3. The costs should cover the proper time 
period. 

4, The costs should be calculated by the 
proper method. The localized budget 
method or the increment cost method 
are preferable to unit costs. 

5. The assumptions behind cost figures 
should be understood—for every figure 
intended to represent the cost of doing 
something in the future is based upon 
a series of assumptions. The proper in- 
terpretation of cost figures demands that 
those assumptions be known and their 
soundness verified. 


Reviewed by G. K. DAHL. 


“THE AGE OF ENTERPRISE,” by Thomas 
C. Cochran. and William Miller. Published 
by The Macmillan Company, New York, 
1942. 292 pages. $3.50. 

In this interesting volume the authors 
have traced and interpreted the formative 
influence of business on the social, eco- 
nomic and political life of the nation since 
1800. 

Starting with the growth and develop- 
ment of various communities along the 
rivers of the country as a result of gradually 


improving transportation facilities, they 
pass on to the implications involved in this 
progress. 


For example, there is traced the evolu- 
tion of our vast railroad network together 
with a review of the financial history which 
necessarily played a part in this develop- 
ment. 

Agriculture, labor, politics, education and 
cultural advances are treated in an equally 
comprehensive manner. No attempt has 
been made to cover the amassing of great 
fortunes by individuals, this being but in- 
cidental to the subject covered. No work of 
this type being complete without a cover- 
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age of the various depressions through 
which the country has passed, this phase 
of American history has been given ade- 
quate attention. 

This volume is to be viewed as an im- 
partial exposition of the various changes 
responsible for the growth of the United 
States to the position of the world’s fore- 
most industrial nation. While that which 
has helped in this direction is portrayed, 
that which has hurt has not been neglected, 
in order that a true picture might be pre- 
sented. 


Reviewed by A. S. VAN BENTHUYSEN. 


“REFUGEE SETTLEMENT IN THE DO- 
MINICAN REPUBLIC,’—a survey con- 
ducted under the auspices of The Brookings 
Institution, 722 ‘Jackson Place, Washing- 
ton, D. C. 410 pages. $4. 


This study is a recounting of the parable 
of the Good Samaritan with a sociological 
commentary. Dominica, a republic of one 
and three quarter millions, eighty per cent. 
of whom are considerably colored, with an 
area half the size of Ohio, has shown a 
magnanimity of the Good Samaritan, will- 
ing to absorb a total of one hundred thou- 
sand people, if it can be done, who have 
fallen among the thieves, who have robbed 
them, stripped them of their raiment and 
departed, leaving them half dead. 
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That the priest and the Levite have passed 
by on the other side is manifest in the 
failure of nations to take to their bosoms 
the outcasts, who are chiefly Jewish to be- 
gin with and who excite apprehension of 
becoming a dissident group within the land 
receiving them. 

The parable said nothing of what di- 
rectly happened to the Samaritan in conse- 
quence of his deed of mercy. Generally, 
the modern nations indicate little desire to 
take chances on the ultimate results in this 
respect, probably from the perplexity of 
their present problems in civilization. How- 
ever, the study shows that probably not 
above three thousand to five thousand refu- 
gees can be supported adequately in this 
land of dolce far niente and that these are 
destined for a vegetative existence, foreign 
to the habitudes of the refugees. Indeed, 
all of the sad experiences of model colonies 
appear in sight; languor, incompetency, de- 
generacy on the part of too many of the ref- 
ugees, with a consequent breakdown in the 
structure and final absorption by the dom- 
inant element. 

This vista of the storm and the wreckage 
is the heritage of this period of the con- 
tending states. The power-driving mental- 
ity of this civilization creates residual pop- 
ulations which are ever the prey of the 
Caesars and the despair of the sociologists. 

Reviewed by A. S. PoUCHOT. 
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year and not paid until subsequent year 

stop 

(1) Inclusion during year when actually 
paid 

(2) Inclusion in year when pay period 
ended 

(3) Inclusion when earned 


We urge employer be permitted for Vic- 
tory Tax withholding purposes to follow 





PENDAFLEX 


The Controller, January, 1943 


the method consistently followed for pur- 
pose of form ten ninety-nine and Social 
Security taxes. stop Otherwise there 
would be confusion on part of employees in 
making their ninety forty-three income and 
Victory Tax returns and employers work 
in connection with tax withholding would 
be greatly increased stop Inasmuch as 


this question is of wide interest and Vic- 
tory Tax withholding will begin in a few 
days would appreciate a prompt ruling. 
Controllers Institute of America 
F..G. Hamrick, Chairman of 
Committee on Cooperation with 
the Treasury Department.” 


helps you get more done... . with fewer people! 


Hit Xx 


4 girls do the work of 5 when 


Oxkorrd 


PENDAFLEX FOLDERS 
SPEED UP YOUR FILING! 


SAVES 20% OF FILING TIME. PEN- 
DAFLEX Folders speed filing work be- 
cause they simplify it. They hang in 
your filing cabinet. They can’t sag, 
droop or slump. The tabs can’t hide 
or get out of alignment. This orderli- 
ness transforms laborious searching to 
instant visible reference—saving about 
1% hours a day of every filing clerk’s 
time. 





OXFORD FILING SUPPLY CO. 
340 MORGAN AVE. 
BROOKLYN, N. Y. 


NO NEW CABINETS. Pendaflex Fold- 
ers hang on frames that fit easily into 
all standard file drawers. 


MORE ACCURATE. The orderly effi- 
ciency introduced through Pendaflex 
Faster Filing....eliminates most mis- 
filing and losing of papers! 


MORE PRACTICAL. No fumbling, 
pushing, pulling of folders. Finger- 
pressure slides Pendaflex Folders for- 
ward or back. Tabs are slanted for 
easy reading without stooping. Per- 
fect order makes filing and finding so 
much easier that 20% of the time of 
filing girls is freed for other work. 


MORE ECONOMICAL. Rugged Pen- 
daflex Folders outlast ordinary fold- 
ers many times over....and pay for 
themselves in savings of time, energy 
and temper! 


SATISFIED USERS OF PENDA- 
FLEX include leading war industries, 
government bureaus, banks and rail- 
roads (names on request). Pendaflex 
Faster Filing is available in both let- 
ter and legal sizes. 


SEND FOR SAMPLE FOLDER 


f 
Send me FREE sample of your Oxford | 
Pendaflex filing folder and new, illus- i} 
trated, fact-full booklet: “How to Cut i 
Filing Costs 20 per ceut.” No obliga- 
tion, of course. i 
f 
IEEE 9s), Giron notin one slee Cncndens semes sae neeens : 
MME paw scet cdcevue ces ucsenacceusesneruetes 
SUPINE cs Soc cnccvencteckhsccvebadsoowohueas i 
NN cc cccsccinasienenas STATE........... l 











Washington, D. C. 
December 28, 1942 
“F, G. Hamrick, Care of 
Controllers Institute of America 
One East Forty-second St., New York 
“Reference telegram twenty fourth rela- 
tive to Victory Tax stop Withholding 
required on salary and wage payments 
made in nineteen forty three regardless of 
when earned or accrued except as to 
amounts which were available to employees 
in nineteen forty two stop Past filing 
method permitted for ten ninety nine not 
permissible for withholding. 
Timothy C. Mooney, 
Deputy Commissioner” 


This ruling was protested not only 
by The Institute but also by various 
other organizations. Late on Decem- 
ber 31, the Commissioner released the 


following statement: (underscoring 
supplied) 
“Mr. Helvering said that withholding 


is required if the established payroll pe- 
riod ends on or after January 1, 1943. In 
such a case the tax is required to be with- 
held from the full amount of the wages 
paid in excess of the withholding deduc- 
tion allowable. However, if the established 
payroll period ends on or before December 
31, 1942, no withholding is required. 


“EXAMPLES: 


“(1) In the case of an established semi- 
monthly payroll period ending on the 10th 
and 25th day of the month, withholding, 
in excess of the withholding deduction, is 
required on the entire amount of the wages 
paid in January, 1943, for the payroll pe- 
riod commencing December 26, 1942, and 
ending on January 10, 1943. 

“(2) If the payroll period ends on. De- 
cember 31, 1942, the established monthly 
payroll period ending on the last day of 
the month, no withholding will be re- 
quired. 


(3) In the case of an_ established 
weekly payroll period ending on the 2nd 
day of January, 1943, withholding, in ex- 
cess of the withholding deduction, is re- 
quired on the entire amount of wages paid 
in January, 1943 for the payroll period 
December 27, 1942 to January 2, 1943, in- 
clusive.”’ 


Personal Note 


At a recent meeting of stockholders of 
Hickok Manufacturing Company, Inc., of 
Rochester, Mr. T. M. McDermott, assist- 
ant treasurer of the Company, was elected 
a member of the Board of Directors. 


“ECONOMIC DEVELOPMENT IN EU- 
ROPE; A Revision and Extension of Eco- 
nomic Development in Modern Europe,” 
by Clive Day. Macmillan, New York, 1942. 
768 pages. $4.00. The 1933 edition cov- 
ered the economic history of four European 
countries during the last two centuries. 
This new edition treats seven countries, 
goes back to medieval origins and continues 
the analysis to the present. 
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INSTITUTE ACTIVITIES 








NEW MEMBERS ELECTED 


At a meeting of the National Board of 
The Controllers Institute of America held 
January 8, 1943, the applicants named be- 
low were elected to active membership in 
The Institute: 


FRANK F. ACKER 
The Electric Storage Battery Company, 
Philadelphia. 
EUGENE P. BARNES 
The Chicago Daily News, Inc., Chicago. 
WARREN CASE 
The Sasalle & Koch Company, Toledo. 
JosEPH FIORELLA 
Indianapolis Railways, Incorporated, In- 
dianapolis. 
GrEoRGE GEEKIE 
T. E. Conklin Brass & Copper Company, 
New York City. 
RALPH A. HAMEL 
The Mosler Safe Company, Hamilton, 
Ohio. 
WILLIAM R. HOPKINS 
Lock Joint Pipe Company, Ampere, New 
Jersey. 
Eppis JOHNSON 


Kellogg Switchboard & Supply Company, 


Chicago. 

W. MANVILLE JOHNSON 
Reading Hardware Corporation, Reading, 
Pennsylvania. 

GEORGE T. KEARNS 
The Delta Manufacturing Company, Mil- 
waukee. 

THOMAS G. KENSETT 
The Seymour Packing Company, Topeka, 
Kansas. 

ANDREW MacLeop 
Mullins Manufacturing Corporation, Sa- 
lem, Ohio. 

Harry C. McCiuskey 
Kellogg Switchboard & Supply Company, 
Chicago. 

HaroitD S. MEINHARDT 
The Bencart Company Limited, New 
York City. 

STuART B. MILLER 
Herring-Hall-Marvin Safe Company, Ham- 
ilton, Ohio. 

A. C. MorGENSON 
Ray-O-Vac Company, Madison, Wiscon- 
sin. 

HARRY REMER 
S. Silberman & Sons, Chicago. 

Epwarp E, SMITH 
E. J. Spangler Company, Philadelphia. 

ALBERT STEG 
American Optical Company, Southbridge, 
Massachusetts. 

CHARLES F. SwANSON 
The Magee Carpet Company, Blooms- 
burg, Pennsylvania. 

J. F. VAN Horn 
American Asphalt Roof Corporation, 
Kansas City, Missouri. 


PERSONAL NOTES 


Mr. John D. Andersen has been ap- 
pointed assistant secretary and treasurer 
of Marshall Field & Company, Chicago. 
He will function as acting secretary and 
treasurer in the absence of Major Earl 
Kibben who is now on active duty in the 
office of the Chief of Ordnance, Washing- 
ton. Mr. Andersen was formerly assistant 
controller of the company and became a 
member of The Controllers Institute of 
America on August 28, 1940. 


Edwin F. Chinlund, a member of The 
Controllers Institute of America since De- 
cember 29, 1931, has joined R. H. Macy 
& Company, Inc., as director, yice presi- 
dent, and a member of the executive com- 
mittee. In the general direction of the Macy 
business, he becomes associated with Percy 
S. Strauss, chairman; Jack I. Strauss, pres- 
ident; Delos Walker, vice president and 
secretary; and Beardsley Ruml, treasurer. 
Among other responsibilities he will as- 
sume the duties of corporate controller of 
Macy’s. 

Mr. Chinlund has resigned as president 
of the Postal Telegraph System, Incorpo- 
rated, but will retain for the time being the 
chairmanship of the board and of the ex- 
ecutive committee. Previous to 1939, he 
was a partner in the public accounting firm 
of Arthur Andersen and Company. When 
he was elected to membership in The Con- 
trollers Institute of America, he was serv- 
ing as vice president, controller, and a 
director of the International Telephone and 
Telegraph Company. He has always been 
prominent in the affairs of The Institute. 


Mr. John W. Hooper was elected a vice 
president of the American Machine & 
Foundry Company, New York, at a meet- 
ing of the company’s Board of Directors 
on December 9, 1942. He will continue as 
controller and as a member of the Board 
of Directors and the Executive Committee. 
Mr. Hooper became a member of the The 
Controllers Institute of America on De- 
cember 17, 1934. His certificate of member- 
ship is Number 407. 


Mr. Walter P. Marshall, a member of 
The Controllers Institute of America, was 
elected on December 29, 1942, a vice- 
president and director of Postal Tele- 
graph, Incorporated, New York. He has 
been controller of the company since 1939, 
and previously was associated with the 
Commercial Cable Company. 


Mr. C. F. McElroy, treasurer of the Cap- 
ital Company, San Francisco, a member of 
The Controllers Institute of America, is 
now a Lieutenant in the Navy and is serv- 
ing with the Supply Corps at the United 
States Naval Air Station at Alameda, Cali- 
fornia. 
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Terminating 42 years of service with that 
firm, Mr. Edward H. Webster has retired 
as comptroller and assistant treasurer of 
the Queens Borough Gas and Electric Com- 
pany, Far Rockaway, New York. He be- 
gan employment as a clerk, and received 
steady advancement throughout his career. 
Mr. Webster, who is well known through- 
out Long Island and in public utility and 
accounting circles, has been a member of 
The Controllers Institute of America since 
August, 1938. 


JOHN J. NOVAK 


Mr. John J. Novak, former controller 
and assistant to the president of the Mc- 
Crory Stores Corporation, New York, died 
in the Bridgeport Hospital on December 
31, following a long illness. He was one 
of the earlier members of The Institute, 
having been elected to membership in 1933. 
His membership certificate was number 205. 

From 1924 until 1931, at which time he 
joined McCrory’s, Mr. Novak was con- 
troller and auditor of S$. H. Kress & Com- 
pany. Prior to that he was for several 
years a senior accountant with Touche, 
Niven & Company, public accountants. He 
was a member of the American Manage- 
ment Association. 

Mr. Novak is survived by his wife, Mrs. 
Marguerite Smith Novak of Bridgeport, 
and by three brothers. 





Election of the 21 new 
members named on this 
page brings the total 
_membership of The In- 


| stitute to 
| 1,880 
} 


| NO COMPANY MEMBERSHIPS 


| There are no company member- 
_ ships in The Controllers Institute 
of America. 


All memberships are on an indi- 
vidual, personal basis. They are 
bestowed upon individuals only 
after they have made available to 
the Admissions Committee infor- 
mation concerning their personal 
qualifications, positions and re- 
sponsibilities, which indicates that 
they meet the high standards of 
eligibility established by The Insti- 
tute. 

















MEETINGS OF CONTROLS 











TWIN CITIES 
Topic: “WAR AND POST-WAR IN- 
FLATION” 


Mr. W. G. Kahlert, resident partner of 
the brokerage firm of Jamieson & Com- 
pany, spoke on “War and Post-War Infla- 
tion” at the regular monthly meeting of 
the Twin Cities Control, held December 1 
in the St. Paul Athletic Club. Mr. Kahler’s 
remarks included a discussion on the new 
Anti-Inflation Bill. 


SYRACUSE 
Topic: “ACCELERATED DEPRECIA- 
TION” 


Repeating the address which he delivered 
so successfully at the meeting of the Buf- 
falo Control on December 1, Mr. A. B. 
Hossack of the American Appraisal Com- 
pany spoke at the regular meeting of the 
Syracuse Control on December 15, discus- 
sing “Accelerated Depreciation and Other 
Depreciation Problems as Related to Cur- 
rent Tax Legislation and Administration.” 

A veteran in the appraisal business, Mr. 
Hossack is well known throughout western 
and central New York. He has represented 
both taxpayers and the government in nu- 
merous tax cases. 


SPRINGFIELD 
Topic: “RENEGOTIATION” 
Mr. Roe S. Clark of the Package Ma- 


chinery Co. conducted a discussion on 
“Renegotiation” at the regular monthly 
meeting of the Springfield Control, held 
December 29 at the Hotel Kimball. Mr. 
Clark is a member of the program com- 
mittee of the Control. 


SAN FRANCISCO 
ANNUAL CHRISTMAS MEETING 


Overcoming gas rationing, dim-outs and 
other obstacles presented by the war, the 
San Francisco Control staged a successful 
Christmas Meeting on December 17, at 
the Athens Athletic Club, Oakland. Mr. 
Thomas Gartrell, a member of the Con- 
trol, acted as master of ceremonies. A $25 
War Bond was given as a door prize. 


ST. LOUIS 
Topic: “WAR PRODUCTION PROB- 
LEMS AND HOW THEY MUST 
BE MET” 


Mr. C. A. Kirk, vice-president of the 
International Business Machines Corpora- 
tion, addressed the members of the St. 
Louis Control at the latter’s regular 
monthly meeting, held December 21 at 
the Racquet Club. His topic was “War 
Production Problems and How They Must 
Be Met.” The annual Christmas party of 
the Control was held after the meeting 
adjourned, 


ROCHESTER 


Topic: “CONTROLLED MATERIALS 
PLAN” 


The Rochester Control of The Con- 
trollers Institute of America, together 
with eight other local organizations, spon- 
sored a special conference on the new 
Controlled Materials Plan. The meeting 
was held December 10, in the Rochester 
Chamber of Commerce. At the morning 
session Mr. William E. Arnstein, of the 
New York office of the War Production 
Board, outlined the plan, illustrating his 
remarks with descriptive slides prepared 
by WPB. 

At the luncheon session addresses were 
presented by representatives of the Roch- 
ester Ordnance Division of the Army, the 
Rochester Naval Inspection Office, and 
the Rochester District Office of WPB. 
The afternoon session was given over to a 
question-and-answer forum at which Mr. 
Arnstein presided. 

In addition to the Rochester Control, 
the following groups participated in 
sponsoring the conference: the Industrial 
Development Committee of the Rochester 
Chamber of Commerce; the Industrial 
Management Council of Rochester; the 
Purchasing Agents Association of Roch- 
ester; the Rochester Association of Credit 
Men, the Rochester Chapter of the Na- 
tional Association of Cost Accountants; 
the Sales Managers Club of the Rochester 
Chamber of Commerce, and the War Pro- 
duction Coordinating Committee. 

An address on “Internal Audit and 
Preparation for Annual Audit” by Mr. 
B. L. Enlo, resident manager of the Buf- 
falo office of Price, Waterhouse & Com- 
pany, and a discussion of numerous war 
problems confronting controllers at the 
year-end, featured the regular monthly 
meeting of the Rochester Control, which 
was held December 30, in the Rochester 
Club. Among the topics discussed at the 
meeting were those arising from reduc- 
tions in internal control and in internal 
audits; accounting for special reserves 
arising out of the war; accounting for 
post-war refund of excess profits tax; dis- 
closure on financial statements of pos- 
sibility of renegotiation of war contracts; 
War Department restrictions on  pub- 
lished reports, and accounting for U. S. 
Treasury tax notes. 


PHILADELPHIA 
Topic: “THE WAR LABOR BOARD'S 
FUNCTION IN OUR DEMOC- 
RACY” 

Dr. George W. Taylor, vice-chairman 
of the National War Labor Board, made 
an “off-the-record” speech at the regular 
monthly dinner meeting of the Philadel- 
phia Control, held January 7 in the Ritz- 
Carlton Hotel. His topic was “The War 
Labor Board’s Function in our Democ- 
racy.” A discussion period followed the 


38 


address. Mr. Holden V. Arnaiz of Huch- 
inson, Rivinus & Co., was chairman of 
the meeting. 


NEW YORK 


Topic: WAGE AND SALARY STA- 
BILIZATION 


Theodore W. Kheel, acting regional di- 
rector of the National War Labor Board, 
and Arthur J. White, regional director of 
the Wage and Hour and Public Contracts 
Divisions of the United States Depart- 
ment of Labor, addressed the members 
of the New York City Control at the lat- 
ter’s regular monthly meeting, held De- 
cember 10 at the Hotel New Yorker. 
Mr. Kheel spoke on the subject ‘The Pro- 
cedure and Policy of the Wage Stabiliza- 
tion Program,” and Mr. White’s topic 
was, “How To Make Wage Adjustments 
Under the Wage Stabilization Program.” 

After outlining in general what wage 
adjustments can be made, Mr. Kheel an- 
swered specific questions raised by mem- 
bers, covering such matters as penalties, 
bonuses, promotions, demotions, rate 
schedules, automatic seniority increases 
and the like. 

A full report of the proceedings, en- 
titled “Policies and Procedures under the 
Wage and Salary Stabilization Plan,” has 
been published and distributed to mem- 
bers by the National Office. 

Mr. Vincent C. Ross of Prentice-Hall, 
Inc., who is chairman of the Control’s 
Program Committee, presided at the 
meeting. 


NEW ENGLAND 
Topic: THE REVENUE ACT OF 1942 


Corporations will have nearly half of 
their 1942 profits left after taxes at 1942 
rates, according to an estimate by Mr. Roy 
Blough, director of tax research of the 
Treasury Department, who addressed the 
members of the New England Control at 
the latter's regular monthly meeting, held 
December 15 in the University Club. 

Mr. Blough estimated that Federal tax 
collections from corporations would total 8 
billion dollars, leaving 7 billion dollars in 
profit:—an amount equal to the 1941 cor- 
porate net after taxes, and 2 billion dol- 
lars more than in 1940. However, he ex- 
plained, the 1942 estimate is an over-all 
figure, and does not imply that many corpo- 
rations will not be seriously affected by the 
imposts. 


MILWAUKEE 


Topic: “VALUATION OF INVEN- 
TORIES” 

Many angles of inventory valuation 
were covered and discussed at the reg- 
ular monthly meeting of the Milwaukee 
Control, which was held December 8 in 
the University Club. The speaker was 
Mr. George Frazer, C. P. A., of the firm 
of Frazer and Torbet, Chicago. 
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MEETINGS OF CONTROLS 








LOUISVILLE 
Topic: “THE VICTORY TAX” 


A discussion of the mechanics of apply- 
ing the Victory Tax featured the regular 
monthly meeting of the Louisville Con- 
trol, which was held December 30 at the 
Pendennis Club. Mr. W. H. MacLean, 
treasurer and controller of the Curtiss- 
Wright Corporation, Louisville Plant, 
who is a member of the local Control, 
acted as discussion leader, after making 
an address on the subject. 

Mr. MacLean, who spent 23 years with 
General Motors before joining Curtiss- 
Wright in 1941, has devised and devel- 
oped numerous systems leading to the 
establishment of more effective controls 
relating to cost-inventories-operations. 


LOS ANGELES 
Topic: “THE REVENUE ACT OF 
1942” 

Mr. Lucien W. Shaw, tax attorney, ad- 
dressed the members of the Los Angeles 
Control at the December meeting, held 
December 17 in the Clark Hotel. Mr. 
Shaw, who had been prevented by illness 
from speaking at the November session, 
discussed “The Revenue Act of 1942.” 

Secretary Robert E. King is compiling 
a new directory of the members of the 
Los Angeles Control. When issued, it 
will contain each member’s name and ad- 
dress and telephone number. 


KANSAS CITY 
Topic: “WAR PRODUCTION PROB- 
LEMS AND HOW THEY MUST BE 
MET” 


Mr. W. E. Crotzley, production man- 
ager of the International Business Ma- 
chines Corporation, was guest speaker at 
the regular monthly meeting of the Kan- 
sas City Control, held December 18 at the 
Hotel President. Mr. Crotzley, who spoke 
on “War Production Problems and How 
They Must Be Met,’ represented Mr. 
C. A. Kirk, vice-president of IBM, who 
had previously been scheduled to speak. 


INDIANAPOLIS 
Topic: “THE FEDERAL REVENUE 
ACT OF 1942 AND WAGE STA- 
BILIZATION” 

The regular monthly meeting of the 
Indianapolis Control, held December 9 
at the Indianapolis Athletic Club, was 
devoted to bringing the members up to 
date on the new Federal Revenue Act. 
The speaker was Charles Murray, C. P. A. 

The Control also held a special meeting 
on December 22, at which Mr. Reuben 
Kaminsky, district supervising inspector 
of the Wage and Hour Division of the 
United States Department of Labor, re- 
viewed the latest information available 
regarding wage and salary stabilization. 
Mr. Kaminsky also covered the more re- 
cent regulations issued by the Bureau of 
Internal Revenue regarding salaries ex- 
ceeding $5,000. 





HARTFORD 


Topic: “ROUND TABLE DISCUS- 
SION OF YEAR-END PROBLEMS” 


A round table discussion of year-end 
problems, such as inventory and reserve 
policies, Victory taxes, preparing tax 
forms for employees, amortization and de- 
preciation policies, took place at the reg- 
ular monthly meeting of the Hartford 
Control, held December 10 in the Elm 
Tree Inn, Farmington. The portion of the 
discussion devoted to reserves included 
those for rehabilitation, maintenance, and 
for manufacturing plants in Axis-held na- 
tions. 


DISTRICT OF COLUMBIA (JOINT 
MEETING) 


Topic: “RELIEF PROVISIONS OF 
THE EXCESS PROFITS TAX” 
A joint meeting of the Baltimore and 
District of Columbia Controls was held in 
the Carlton Hotel, Washington, D. C., on 
December 15, at which the speaker was Mr. 
Herbert S. Wood, senior technical advisor 
and coordinator of the technical staff of 
the Bureau of Internal Revenue. Mr. 
Wood's topic was “Relief Provisions of 
the Excess Profits Tax.” 


DETROIT 
Topic: “FEDERAL REVENUE ACT 
OF 1942” 

Mr. John J. McCullough, certified pub- 
lic accountant and a member of the Michi- 
gan Bar Association, was the guest speaker 
at the regular monthly meeting of the 
Detroit Control, which was held Decem- 
ber 29 in the Hotel Statler. Mr. McCul- 
lough discussed “The Federal Revenue 
Act of 1942.” 


DAYTON 


Topic: “THE FEDERAL REVENUE 
ACT OF 1942” 

Mr. Frank Albus, Washington attorney 
and tax authority, spoke on “The Federal 
Revenue Act of 1942” at the December 
meeting of the Dayton Control, which 
was held in the Van Cleve Hotel on 
December 10. Members of the Tax Ac- 
countants Club and the Ohio Society of 
Certified Public Accountants were invited 
to attend. 

Mr. Albus urged those present to give 
close study to the law, and emphasized 
the fact that the high taxation rates mag- 
nify the effect of tax mistakes, if any are 
made. 


CLEVELAND 
Topic: “FEDERAL TAXES” 
The December meeting of the Cleve- 
land Control, held December 8 in the 
Hotel Cleveland, was devoted to a dis- 


cussion of Federal taxes. The speaker was 
Mr. L. C. Weiss, C. P. A. 
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CINCINNATI 
Topic: THE REVENUE ACT OF 1942 


Mr. J. F. Sherwood of the South-West- 
ern Publishing Company,. Cincinnati, a 
tax expert who has addressed numerous 
Organizations on tax matters, was the 
guest speaker at the regular monthly 
meeting of the Cincinnati Control. He 
outlined the income tax provisions of the 
Revenue Act of 1942. 

The meeting was held December 8 in 
the Netherland Plaza Hotel. 


CHICAGO 
ANNUAL CHRISTMAS PARTY 


The annual Christmas meeting of the 
Chicago Control was held December 18, 
at the clubhouse of the Chicago Athletic 
Association. There was a social hour and 
dinner, followed by a special program. 
Mr. Arthur R. Tucker, managing director 
of The Institute, brought the Christmas 
greetings of the national membership to 
the sponsors and backers of the record- 
breaking 1942 convention. 


CHATTANOOGA 
Topics: “THE NEW REVENUE ACT; 
ACCOUNTING PROCEDURES UN- 
DER WARTIME CONDITIONS” 

Mr. J. H. Hardy, widely known in that 
area for his knowledge of tax matters, 
discussed the new Federal Revenue Act at 
the regular monthly meeting of the Chat- 
tanooga Control, held on December 11. 
In his presentation, Mr. Hardy was as- 
sisted by Mr. Carl Swafford C. P. A., a 
Chattanooga tax authority. 

The November meeting, which was de- 
voted to discussion of accounting proce- 
dures under wartime conditions was ad- 
dressed by Mr. Henry Arnold, a member 
of the Control. 


BUFFALO 
Topic: DEPRECIATION 
A discussion on depreciation was a 
feature of the regular December monthly 
meeting of the Buffalo Control, held De- 
cember 1 in the Park Lane Hotel. Mr. 
A. B. Hossack, vice-president of the 
American Appraisal Company, led the 

discussion. 


BRIDGEPORT 
Topic: “INVENTORIES” 

A member of the Bridgeport Control, 
Mr. W. J. Jaquette, spoke on “Inven- 
tories” at the regular December meeting 
of the group, which was held December 
2 in the University Club. 

After presenting his paper, Mr. Ja- 
quette conducted a question-and-answer 
period, enabling the members to bring up 
problems for exploration in advance of 
their annual inventory work. 









SAFE | STAK 


The Wartime Transfer Storage File 


STURDY CONSTRUCTION 
Drawer and shell are formed of a new 
hard surfaced tempered Kraft board, 
coated with special green lacquer; 
drawers triple thick front and back; 
shells are double thick at all corners. 
Rigid shell and drawer construction 
prevents binding when under load. 
Stocked in the flat until ready for use 
—saves space. Quick permanent assembly 
without the use of tools or fasteners. 


EASY DRAWER 


As OPERATION 


Drawer bottom and 


PATENTED DRAWER PULL shell slide are treated 
Drawer pull will not loosen nor pull with a special wax 
thru the face of the drawer even under lacquer coating insur- 
hardest usage; hangs flat. ing smooth operation. 


POSITIVE STACKING 


Special interlocks securely seat sections 
together for stacking; sections are locked 
both vertically and horizontally. No 
special tools or fasteners required. 


This new SafeTstak is offered to meet wartime demands for 
a safe, efficient and accessible storage file. It is especially 
adaptable in banks and all financial institutions. SafeTstak 
is made in conventional sizes for checks, tabulating cards, 
invoices and letters. 


SafeTstak is made from a new hard surfaced tempered Kraft 
board, green lacquered, and designed for securely locked as- 
sembly without the use of tools, mechanical fastenings or glue. 
It is not affected by moisture or heat and will not attract vermin. 


Engineered to stack safely, the drawers operate smoothly 
and without binding when under load. And, it’s available 
now for immediate delivery. 


Ask your dealer about SafeTstak, or write direct to... 


— DIEBOLD 


SAFE & LOCK COMPANY >: CANTON, O. 





Positions Wanted 











Controller 


Successfully connected with present em- 
ployer—a manufacturing company—for 
more than fifteen years. His present duties 
are those of treasurer, controller, buyer 
of insurance, credit manager and office 
manager; has been successful in saving 
taxes of all kinds. Is interested in a good 
opening. Age 49, married, accountancy 
graduate. Salary $7,500. Address No. 
360, “The Controller.” 


Office Methods Man 


Unusually good opportunity for right 
man to become connected with nationally 
known 41-year-old company now expand- 
ing in new field of electronics. Office head- 
quarters will be near Boston. Company has 
had sound, healthy growth and is now oper- 
ating nine plants, manufacturing various 
products in electrical field. Some war prod- 
ucts now being made show definite promise 
of large scale postwar applications. 

Successful applicant must have _back- 
ground of college training, preferably in 
accounting or business administration, plus 
worth while semi-senior experience in of- 
fice management, planning, system building 
and general office methods. Should have 
thorcugh knowledge of business machines 
and standardization of forms. Work re- 
quires that applicant have kind of per- 
sonality which will fit in well with the 
friendly and cooperative atmosphere of the 
organization. Salary depends on qualifica- 
tions. 

Write briefly covering education and ex- 
perience, and attach small snap-shot which 
will not be returned. Address Box 400, 
“The Controller.” 


BALTIMORE 

Topic: “RELIEF PROVISIONS OF 

EXCESS PROFITS TAX” 

A good sized delegation from the Bal- 
timore Control attended the joint meeting 
in Washington of the Baltimore and Dis- 
trict of Columbia Controls on December 
15. The meeting was very instructive and 
many interesting points were presented 
by the speaker, Mr. Herbert S. Wood, 
Senior Technical Advisor and Co-ordi- 
nator of Research of the Technical Staff 
of the Bureau of Internal Revenue. His 
address was on the subject ‘Relief Pro- 
visions of Excess Profits Tax.” 


Annual Meeting in New York 
The Twelfth Annual Meeting of The 
Controllers Institute of America will be 
held at the Waldorf-Astoria Hotel, New 
York City, September 20-23, 1943. Con- 
trollers should reserve the dates. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 
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...SO | waited! 


MR. SKIRM: Peggy, how many times do 
you use a sheet of carbon paper? 
PEGGY: Why, uh . . . ah, about 20 times 
I guess. 


MR. SKIRM: I thought so. Here, take a 
look at this: 


Mr. Skirm yelled, “WA/ 7. / r 





This {s the sixtieth copy made with the same 


sheet of Park Avenue Carbon Paper, a product 
of the Rove? Typewritor Company. This sheet 





of carbon paper had been ussd 59 times vefores 
The test was made at the United State 23 testing 
Company, Inc,, one of America's lz anges 
independent testing laboratories. See “what 

a clear, legible copy this sixtieth one is} 








Laboratory test No. 36092-NY. issued October 6, 1942 


PEGGY: Jeepers, it’s a miracle! How 
come? mileage out of your carbon paper from 
‘ , ! 

MR. SKIRM: As I understand it, Park en 


Avenue is deep-inked by some special 
; *Trade-Mark Revistered U.S. Pat. Off. 
Copyright 1942, Roya! Typewriter Company, Inc. 


process that soaks the ink deep into the 
paper. Another reason is Park Avenue’s 
extension edge. That lets you reverse 4 i. 
each sheet, top to bottom, so that you ROYTYPE 


use all parts of the paper. 
Carbon Papers and Ribbons 
made by the 


ROYAL 


TYPEWRITER COMPANY 
\ 





PEGGY: Ah me, too bad such 18-carat 
carbon paper can’t be on the desk of every 
girl in the office. 


MR. SKIRM: It’s going to be, starting 
Monday. And, believe me, I’m going 











to expect you girls to get a lot more 





Park AVENUE is only one of the out- 
* 


standing carbon papers in the Roytype 
line. Roytype is the carbon paper and 
ribbon division of the Royal Typewriter 
Company. Why not get your purchas- 
ing agent to call in the local Royal 
Typewriter representative today? He 
can quickly show you which weight 
and finish of Royal Carbon Paper ex- 
actly fits your every typing need. 


* * * 


The armed forces need typewriters! 
See how many of your standard ma- 
chines (made since Jan. 1, 1935) you 
can spare. Call your nearest Royal 
Branch — we will buy them, affix the 
Government seal, and pay you the Gov- 
ernment fixed price. 
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DATES AHEAD 


TWELFTH ANNUAL 
MEETING 
September 20, 21, 22, 1943—-New 
York City 


EASTERN SPRING 
CONFERENCE 


Philadelphia 
(Date to be announced) 


MIDWESTERN CONFERENCE 
Cleveland 


(Date to be announced) 


MEETING DATES OF 
CONTROLS 


February 


February 2—Buffalo, Twin 
Cities 

February 3—Bridgeport 

February 4—Philadelphia 

February 8—Kansas City 

February 9—Chattanooga, Cin- 
cinnati, Cleveland, Milwaukee 

February 10—Baltimore, Indian- 
apolis 

February 11—Dayton, Hartford 

February 16—Springfield, Syra- 
cuse 

February 18—Los Angeles, New 
York City, San Francisco 


Louis 

February 23—Boston, Chicago, 
Detroit, District of Columbia, 
Houston 

February 24—Louisville 

February 27—Rochester 


March 


March 

March 3—Bridgeport 

4—Philadelphia 

8—Kansas City 

March 9—Cincinnati, Cleve- 
land, Milwaukee 

March 10—Baltimore, Chatta- 
nooga, Indianapolis 


March 


| March 11—Dayton, Hartford 


March 16—Springfield, Syracuse 


| February 22—Pittsburgh, St. 


2—Buffalo, Twin Cities | 


March 18—Los Angeles, New | 


York City, San Francisco 
March 22—Pittsburgh, St. Louis 
March 23—Boston, Chicago, 

District of Columbia, Houston 
March 30—Detroit 


| March 31—Louisville, Rochester 


Note: These are scheduled dates. 


| Some changes may be made. 
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LE-ditortal Comment 


Another Fine Point Settled 


HE Securities and Exchange Commission has 

settled another fine point, in conjunction with 
the soliciting of proxies and the filing of annual re- 
ports with the Commission. Let us look at the se- 
quence of events and the development of an in- 
formal ruling. 

The rules of the Commission provide that no 
proxy solicitation . . . . shall be made by manage- 
ment .... unless each person solicited is . 
furnished with an annual report to security holders 
containing such financial statements for the last fiscal 
year as will, in the opinion of the management, ade- 
quately reflect the position and operations of the 
issuer. This report may be sent out in advance of 
the proxy call, or be furnished concurrently. 

The rules of the Commission further require that 
copies of the annual report to stockholders must be 
mailed to the Commission in order that it may check 
compliance with the rule. 

The question presented itself to an officer of a 
corporation, whether the reports thus mailed are 
considered by the Commission to be material filed 
with the Commission within the meaning of Section 
18 of the Act and therefore to be subject to the lia- 
bilities imposed by that Section. This corporation 
officer wrote the Commission to ask about it. 

A reply was forthcoming from Mr. Baldwin B. 
Bane, director of the Corporation Finance Division 
of the Commission. It was to the effect that the 
Commission does not regard the “copies of annual 
reports so mailed to the Commission to be proxy 
solicitation material ‘filed’ with the Commission or 
subject to the proxy rules or to the liabilities of Sec- 
tion 18 of the Act, except in cases in which the issuer 
specifically requests that it be treated as part of the 
proxy soliciting material, or in cases in which it is 
incorporated in the proxy statement by reference. 
This is so whether the annual report is sent to the 





persons solicited and to the Commission in advance 
of the proxy statement or concurrently with it.” 

This apparently means that a company may make 
its annual report to security holders in whatever 
form it wishes, provided it reflects adequately the 
position and operations of the company; but that a 
statement which complies with the proxy solicitation 
rules must accompany a request for a proxy. If the 
forms differ, the security holder will in any event 
receive copies of both. 

The willingness of the Commission to throw light 
on these fine points is appreciated by business execu- 
tives. 


Insure Delinquent Taxpayers, Suggests Attorney 


Acs te attorney, Mr. A. Allen Wood- 
ruff, has put forth a constructive suggestion 
which he feels will meet the objections of the United 
States Treasury Department to one feature of the 
Ruml plan, which calls for deferment of one year’s 
tax obligations—presumably those of 1942—and the 
collection on a pay-as-you-go basis of taxes on in- 
come for succeeding years. 

Mr. Woodruff proposes a system of Government 
insurance on the lives of the taxpayers who still owe 
the taxes for one year—the year which is by-passed. 
He suggests that no interest should accrue on the 
principal of the unpaid tax, for the reason that the 
taxpayer will be supplying the full equivalent of 
that by meeting his new obligations of paying all 
future taxes one year earlier than heretofore. 


He suggests further that, by reason of the fact that F 


the large number of individuals who would be in- 
volved affords a broad insurance base, there need 
be no health examination of individuals. Either the 
War Risk Insurance Commission, or a newly created 


agency, could handle the insurance business. The | 


beneficiary of the policies would be the Treasury 
Department. Payment of premiums would be com- 
pulsory, and collectible at the source on the same 
due dates as tax installments. Delinquency in pay- 
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ment of premiums would mature the entire tax lia- 
bility for the “skipped” year. The premium rate 
would be computed on the usual actuarial essen- 
tials without contemplation of profit. Payment of 
amounts on account of the “skipped” tax, in excess 
of the premiums, would be encouraged. The pro- 
ceeds of the policy would be made exempt from 
death taxes. 

It is an interesting proposal. Its author has pre- 
sented it in full to at least one Representative in 
Congress. 


Shall Victory Tax Be Deducted From Commissions? 


HIS is a question which is being raised not only by 

employers, but by employees. It follows logically 
on the heels of the position taken by the Treasury 
with respect to the withholding of Victory Taxes, 
namely that wages “constructively paid” before Jan- 
uary 1, 1943 would be exempt from withholding. 
This covers wages for payroll periods which ended 
on or before December 31, 1942, even though the 
wages were actually delivered in 1943. Such wages 
have been held by the Treasury and by the Bureau 
of Internal Revenue to be available in 1942, and 
therefore not subject to Victory Tax withholding. 

It is only natural that a similar question should 
arise with respect to commissions, bonuses and extra 
compensation earned in 1942—based for instance on 
1942 sales, gross margin or profits—which could not 
be calculated until the close of the year and will 
not be paid until sometime in 1943. 

Employes who are on current monthly commis- 
sion plans, or who received annual bonuses based 
on 1942 results through a payment at Christmas 
time, or prior to December 31, 1942, were exempted 
from the 5% Victory Tax deduction. There is a 
feeling that employes of corporations which could 
not figure bonuses and commissions before the close 
of 1942 would be discriminated against if the 5% 
Victory Tax were deducted from the amount of 
their commissions, bonuses, or extra compensation 
earned in 1942, and not paid until 1943. 

At the time this is written, the Bureau of Internal 
Revenue is ruling in individual cases that the pay- 
ments of commissions earned in 1942, but which are 
not determined and paid until 1943, are subject to 
withholding under the Victory Tax. The Bureau's 
tuling with respect to commissions and bonuses is 
being applied also to back-pay awards made by la- 
bor boards with respect to services performed in 
1942, but concerning which board awards could not 
be ordered until 1943. 

Labor unions are reported to be protesting vig- 
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orously against this treatment of back-pay awards, 
and if the Bureau of Internal Revenue reverses its 
attitude with respect to these awards, it would be 
logical to assume that it would likewise reverse it- 
self with respect to withholding the Victory Tax on 
bonuses and commissions earned in 1942. 

. Companies which have not computed and paid 
commissions and bonuses earned in 1942 might well 
delay making such payments until prospect of the 
reversal of the ruling of the Internal Revenue Bu- 
reau is determined. Otherwise, such companies 
would be compelled to deduct the 5% Victory Tax, 
with the thought that if the ruling is reversed the 
deductions could later be returned to employees. 

What appeared on its face to be a simple matter 
of administration has developed its complexities, 
most of which are attributable to the failure of the 
Treasury Department to make rulings in advance 
which would cover these points. It may be said 
for the Treasury, however, that many of these points 
could not be foreseen in the short time available for 
study of the administration and collection of those 
taxes. 


Segregate Funds Withheld for Victory Tax? 


" Ppnieivencgrces are raising the question whether 
employers should carry amounts withheld from 
employees for Social Security and the Victory Tax, 
in a special bank account. 

This question was discussed recently in a meeting 
of the St. Louis Control of The Controllers Institute 
of America, in a session which was conducted by 
Mr. R. O. Monnig, controller of International Shoe 
Company. It appeared, after a considerable discus- 
sion on that point, that the majority opinion leaned 
toward the position that the situation does not call 
for segregating Victory Tax accumulations from 
other cash, although they should be clearly identi- 
fied in a separate account on the books of the com- 
pany. 

Several controllers in that meeting called atten- 
tion to the fact that most corporations which are 
operating at a profit are holding accumulations of 
Income and Excess Profits Taxes for a longer period 
than they will be holding Victory Tax accumula- 
tions. The same thought was expressed with re- 
spect to retail businesses withholding Sales Taxes, 
which in some states run into very large amounts. 
Everyone who took part in the discussion realized 
that the employer’s position is that of a trustee for 
the Government. As long as that responsibility is 
recognized, that should be sufficient protection. 
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Salary and Wage Stabilization 


In recent weeks business men have 
begun to awaken to the effects of sal- 
ary and wage stabilization provided 
by Governmental regulations pursuant 
to the so-called Anti-Inflation law en- 
acted October 3, 1942. It is essential 
that this subject be carefully considered 
by everyone in business. It represents 
a substantial new field of Govern- 
mental regulation with extremely se- 
vere penalties for noncompliance. It is 
the sort of thing which will drive the 
careless into bankruptcy because of mis- 
deeds long before forgotten. It is ap- 
plicable to all employers of more than 
eight employees. 

In general, salaries and wages are 
frozen to amounts which may be paid 
under salary and wage structures which 
the employer had in effect on the date 
the stabilization regulations were is- 
sued. In other words, without Govern- 
mental approval salary and wage in- 
creases cannot be given to employees 
unless they fit within the scale of wages 
and salaries being paid for the vari- 
ous jobs in existence on October 3, in 
most instances. 

Penalties for granting wage or sal- 
arty increases not authorized under the 
regulations or specifically approved, 
are most severe. Not merely the amount 
of the increase but the entire wage or 
salary of the individual to whom the 
improper increase was given, will be 
disallowed as a cost under govern- 
ment contracts, and as a deduction for 
Federal income tax purposes. In addi- 
tion, wilful violations may be punished 
by imprisonment for one year and a 
fine of $1,000. 

To comprehend the operation of 
wage and salary stabilization, certain 
basic dividing lines must be under- 
stood. 


A. BASIC DIVIDING LINES 


1. Effective Dates of Wage and Sal- 
ary Stabilization. ‘‘Wages’” means all 
compensation computed on an hourly 





By Lucien W. Shaw 


or daily basis. The Wage structure is 
frozen as of October 3, 1942, unless 
approval for changes is obtained. ‘‘Sal- 
aries’ means all other compensation, 
including primarily, of course, com- 
pensation computed on a weekly or 
monthly basis. The salary structure is 
frozen as of October 3 in the case of 
salaries. 

2. Jurisdiction of War Labor Board 
and Treasury Department. The Eco- 
nomic Stabilization Director has dele- 
gated authority to administer wage and 
salary stabilization to the National War 
Labor Board and the Treasury De- 
partment. It is essential to know the 
outlines of their respective jurisdic- 
tions since many questions will arise 
which must be discussed with them. 
The War Labor Board has jurisdiction 
over all wage matters and over salary 
matters in cases where the salary is 
$5,000 or less, and the job is not ad- 
ministrative, executive or professional, 
as defined (at some length) in the 
Wages and Hours Act. The Treasury 
Department has jurisdiction over all 
other salary matters; in others words, 
all salaries over $5,000 and salaries 
under $5,000 in the case of adminis- 
trative, executive and professional jobs. 


B. CERTAIN TYPES OF IN- 

CREASES ARE PERMITTED 

There are certain types of wage and 
salary increases which are permitted 


without governmental approval. So 
far we may be thankful for the fact 
that the War Labor Board and the 
Treasury have chorused, substantially 
in unison, the definition of these per- 
mitted increases. To quote the Treas- 
uty, approval of an increase is not re- 
quired when it is made ‘‘in accordance 
with the terms of a salary agreement 
or salary rate schedule in effect on Oc- 
tober 3, 1942, or approved thereafter 
by the Commissioner, and is a result 
of— 
(1) individual promotions or reclassi- 
fications ; 
(2) individual merit increases within 
established salary rate ranges; 
(3) operation of an established plan 
of salary increases based on length 
of service; 
(4) increased productivity under in- 
centive plans, 


(5) operation of a trainee system 


An examination of what is involved 
in these various requirements should 
be worth while. 

1. A salary agreement. Increases of 
the types described will be permitted 
without further approval if made under 
the terms of a salary agreement estab- 
lished and in effect on October 3. This, 
of course, refers to a union agree- 
ment. Many union agreements cover 
the subject of compensation and pro- 
vide the manner and conditions of 











17, 1942. 


Corporation. 





SOME LIGHT ON PROCEDURE 


Mr. Shaw has summarized and thrown much light on the prob- 
lems which confront employers in their efforts to comply with the 
salary and wage stabilization provisions of the Anti-Inflation law 
which became effective on October 3, 1942. This article is a 
summary of an address which he delivered before the Los Angeles 
Control of the Controllers Institute of America on December 


Mr. Shaw is assistant to the comptroller of Lockheed Aircraft 


—THE EDITOR 
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making increases. If the increases thus 
described in the agreement are of the 
above types, they may be continued 
under the prior practice, limited to 
amounts, of course, which were al- 
lowed under the agreement as of Oc- 
tober 3. 

2. A salary rate schedule. This basis 
for increases will be used more fre- 
quently than union agreements, par- 
ticularly in this region, long advertised 
by the Chamber of Commerce as a 
“white spot’’ for employers. This re- 
fers to an established plan of com- 
pensation in effect on October 3. 
Larger corporations with extensive per- 
sonnel departments undoubtedly have 
wage and salary job classifications with 
wage and salary ranges. These ranges, 
as of the freeze-dates, may be applied 
to permit increases of the type de- 
scribed. Such job classifications, of 
course, constitute wage and salary 
schedules. 

The problem is more complicated in 
the case of smaller organizations. They 
must construct a “schedule” on the 
basis of their practice in effect on Oc- 
tober 3. Thus if they then had had 
several persons doing the same job for 
some time, at varying rates of com- 
pensation, the lowest and highest rates 
should be considered the limits of the 
range for that job; merit increases 
may be given to an amount not exceed- 
ing the upper limit of the range thus 
established. If only one individual is 
performing a particular job, his rate 
of compensation on October 3 is the 
maximum which may be paid without 
specific approval. 

3. Promotions or reclassifications. 
This covers the situation in which an 
individual is transferred from one po- 
sition to another of greater responsibil- 
ity. Thus a mechanic may be made a 
foreman, or an assistant department 
head promoted to department head. 
When such a transfer is made, the in- 
dividual may be paid the higher wage 
or salary provided for his new job 
under the employer's established union 
agreement or wage or salary schedule. 

4. Merit increases. It is very com- 
mon to give worthy employees raises, 
from time to time, based on their satis- 
factory service, acceptance of respon- 
sibility, and the like. This practice may 
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be continued so long as the increase 
does not exceed the amounts recog- 
nized under a union agreement or wage 
or salary schedule in effect October 3. 
Thus there may be several department 
heads with salaries ranging from $300 
to $450 per month. The head of the 
Tool Department who is receiving 
$350 per month has been with the 
company six months and is doing a 
very fine job; his department has 
grown considerably in size; he may be 
given an increase to $400 per month 
or even to $450 if his meritorious serv- 
ice justifies it. 

5. Length of service. Some concerns 
have long had in effect plans or prac- 
tices whereby employees are given au- 
tomatic increases at specified intervals 
simply because of the length of their 
service with the employer. If the exist- 
ence of such a plan on October 3 can 
be proved, its use may be continued 
without Governmental approval. 

6. Incentive plans. Plans of this 
sort are usually rather thorough and 
complete and may be continued. Such a 
plan may probably range from com- 
pensation on a straight piece-work 
basis to such complicated devices as 
the Bedaux system. 

7. Trainee system. This permits giv- 
ing increases to individuals who are 
hired at a low rate as trainees or learn- 
ers, under a system in effect on October 
3, which provides for an automatic in- 
crease when they have acquired the 
necessary skill so that they are full- 
fledged workers. There is doubtless 
some overlapping between this and the 
provision for increases based on length 
of service. 

Adequate Records must be kept. 
With respect to all increases which the 
employer makes without specific ap- 
proval, in the belief that they come 
within the foregoing provisions, it is 
absolutely essential that thorough and 
complete records be made and retained. 
The day of doom when the Bureau of 
Internal Revenue auditor (or in the 
case of some even less fortunate ones, 
the Army or Navy auditor) will arrive 
cannot be avoided. Obviously these 
auditors cannot check every wage and 
salary increase granted, but they will 
certainly make some effort to check in- 
creases. Pity the poor employer who 
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has only his memory as a basis for ex- 
plaining why he raised John Doe from 
$250 to $275 per month two years be- 
fore! In the case of every increase 
granted under the regulations, careful 
statements must be made and retained 
setting forth in a full and adequate 
manner the basis of the increase and a 
factual statement of the specific reasons 
supporting it. Every employer should 
devise a suitable form for setting forth 
this information. Perhaps the follow- 
ing statement justifying a reclassifica- 
tion will give an idea of the kind of 
statement required: 


“Reasons for this Request: 

(1) Smith is being reclassified from a Sec- 
tion Leader to a Supervisor; 

(2) As Section Leader he has 40 men un- 
der his supervision in handling the 
file section. As Supervisor he will 
handle all records and will supervise 
the work of three Section Leaders; 

(3) The present Supervisor, White, is be- 
ing promoted to Assistant-Manager, 
which leaves this vacancy to be filled; 

(4) Smith’s performance in organizing 
the work of his section has been out- 
standing. Under Smith’s direction, 
the filing system was completely re- 
vised.” 

C. SPECIFIC APPROVAL MUST BE 
OBTAINED IN SOME CASES 
Although the regulations do author- 

ize the making of increases without ap- 
proval in a number of situations, prob- 
lems will frequently arise in which ap- 
proval of the War Labor Board or 
Treasury Department must be ob- 
tained. Eventually the government of- 
ficials involved may well be snowed 
under, since, in effect, they have in 
many respects taken over the function 
of determining proper wage and salary 
policy which was formerly determined 
by many thousand employers in the 
light of competitive conditions. Some 
of the situations in which approval 
will be required may now be foreseen ; 
others will appear as we struggle along 
through the next few months. 

1. Established wage or salary range 
is too low. Instances will arise in 
which the wage or salary range in 
effect on October 3 turns out to be too 
low. Thus the range may have been 
established long before and the em- 
ployer may have been on the verge of 
increasing it to meet current condi- 
tions, when he became entrapped in 
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the frigid atmosphere which suddenly 
appeared after October 3. Or the bur- 
dens and responsibilities of the par- 
ticular job may have increased greatly 
because of war work or for some other 
reasons, so that the salary range is too 
low. Where such a situation exists, the 
specific problem must be presented to 
the War Labor Board, in the case of a 
wage job, or to the Treasury, in the 
case of most salary jobs, and approval 
must be obtained of the proposed in- 
crease. All the pertinent facts justify- 
ing the increase must, of course, be 
presented. In the case of the War La- 
bor Board, they will be most inter- 
ested in the facts with respect to com- 
parable wage rates in the same region; 
the Treasury will probably be more 
interested in the salary structure of 
the particular employer, though they 
may also be interested in regional com- 
parable salary rates. 

2. New jobs. Because of quickly 
changing wartime conditions, it will 
frequently be necessary to establish 
new jobs or perhaps whole new de- 
partments. Both the War Labor Board 
and the Treasury regulations permit 
establishment of wage or salary rates 
for such new jobs without approval if 
the rates do not exceed those prevail- 
ing in the same area for similar classi- 
fications. It will be a daring employer 
indeed, however, who can have such 
confidence in his own opinion of pre- 
vailing rates in the area that he does 
not seek approval of his proposed 
range. From a practical standpoint it 
would seem wise to seek approval of 
the proposed ranges in nearly all cases 
of this type. 

3. Doubt as to application of regu- 
lations. Many situations will arise in 
which the employer is in doubt as to 
whether the regulations authorize the 
granting of an increase without ap- 
proval. For example, an employer 
might wish to make a payment to the 
family of an employee killed while on 
duty, or there may be doubt as to 
whether an increased salary rate be- 
came effective just before or just after 
October 3. Such questions may be 
submitted to the War Labor Board or 
the Treasury and a ruling obtained. 

4. Increases to highly paid employ- 
ees. In nearly every case, employers do 


not have salary ranges for the execu- 
tive group. This is certainly true as to 
officers, and usually as to other highly 
paid employees. There will be many 
cases in which the duties and respon- 
sibilities of such individuals are in- 
creased. This should justify the grant- 
ing of salary increases. This cannot be 
done without first obtaining the ap- 
proval of the Treasury Department, 
however. It will be necessary to sub- 
mit a full statement of facts with re- 
spect to the particular individual justi- 
fying the proposed increase. Such a 
statement will make sense only if the 
Treasury has some idea of the general 
salary structure of the company, so it 
will probably be wise also to present 
that in outline. 


D. GENERAL COMMENTS 

It should be noted that amounts 
paid by employers on behalf of em- 
ployees to pension trusts and other 
employee trusts which qualify under 
section 165 of the Internal Revenue 
Code as amended by the 1942 Reve- 
nue Act, are not considered in de- 
termining whether increases are being 
granted. This makes it most advanta- 
geous to establish such trusts (not that 
it was not already) for it affords a 
method for furnishing some addi- 
tional incentive to employees to remain 
with their employers despite alluring 
offers received from competitors. 

It should be noted also that the 
door is not completely open to hiring 
away other people’s employees by of- 
fering them high salaries. Both the 
War Labor Board and the Treasury 
regulations provide, to some extent, 
that compensation cannot be offered to 
new employees at a rate higher than 
that in effect on the freeze date, or if 
none was in effect, at a rate higher 
than that prevailing for the same job 
in the area. 

As you know, the regulations also 
provided a $25,000 ceiling on salaries. 
It is not discussed here because it is so 
complex that it justifies a separate dis- 
sertation all its own. 


E. ORGANIZATION OF WAR 
LABOR BOARD AND TREASURY 

Thus far we have blithely discussed 
the War Labor Board and the Treas- 





ury Department without being very 
specific as to whom we were talking 


about. Both organizations are, of 
course, faced with a very serious prob- 
lem in administering this new regu- 
latory field. They are both making vig- 
orous efforts to cope with the problem. 

1. National War Labor Board. The 
War Labor Board was not originally 
set up to handle this kind of a prob- 
lem, but simply to determine broad 
labor policy. The Board and its repre- 
sentatives are beginning to grasp the 
difficulties presented to employers by 
wage stabilization. The Board has es- 
tablished a number of regional di- 
rectors, the one on the Pacific Coast 
being located at San Francisco, though 
there is current discussion of increas- 
ing the representation of the Board at 
Los Angeles. To provide more readily 
available administrators, the War La- 
bor Board has, in effect, adopted the 
Wages and Hours Administration to 
handle this assignment. The Los An- 
geles offices of the Wages and Hours 
Administration have received author- 
ity from the Board which permits it 
to dispose finally of most questions 
which are raised under stabilization. 
In some instances, in which unusual 
questions appear, the Los Angeles 


Wages and Hours office will refer f 


them to the regional director, and he 
may refer them to the Board in Wash- 
ington. Provisions is being made also 
for establishing advisory regional 
boards which will assist in the admin- 
istration of this problem. 


2. Treasury Department. The Treas- : 


ury concluded to administer salary sta- 
bilization by creating a Salary Stabili- 
zation Unit in the Bureau of Internal 
Revenue, equivalent in 
though not size, to the Income Tax 


Unit. The Deputy Commissioner in 7 
charge is Mr. Arch Burford, a Bureau § 


employee of long-standing. A regional 
office has been established in Los An- 
geles of which Mr. Hugh L. Ducker 
is in charge. The Salary Stabilization 


Unit and its local offices have thus far 
displayed a highly commendable desire | 


to be cooperative and helpful and seem 
to understand the difficulty of the prob- 
lems presented to employers by salary 
stabilization. 
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In approaching this subject of the 
mechanics of handling the Victory 
Tax deductions, it should be borne 
in mind that my remarks are not to 
be considered as an attempt to inter- 
pret the Act or any portion of it. 
But I do want to start from the 
premise that we must deduct five per 
cent. of the employee’s earnings over 
and above $624 a year, or $12 a week. 
Everybody understands that, I think; 
it is elementary. But that is my be- 
ginning point. 

As you will recall, when Mr. 
Claude W. Hupp gave his first ad- 
dress on taxes and flashed the tables 
on us that were published at that 
time, all of us were somewhat con- 
fused. Could we find that mythical 
percentage to apply flatly to payrolls 
and accomplish the deductions? I 
am afraid there is no magical per- 
centage that can be applied gener- 
ally. We have attempted every com- 
bination of percentages possible only 
to find they would not apply. So 
we must discard a flat percentage 
idea. By that, I mean a flat percent- 
age on the gross earnings without 
any regard to the allowance. 

There are two general methods of 
making this deduction: One, the 
stipulated flat amount pre-calculated 
on earnings; the other, the actual 
computation of five per cent. of the 
gross after making the deduction for 
the amount exempted. We call the 
first one the “average method,” since 
you will notice in the table presented 
that a flat amount of deduction is 
permissible over a range of rates, 
automatically making the deductions 
an average. 

THREE CLASSES OF PAYROLLS 

In deciding which of the two 
methods one should use to make the 
deductions it seems only reasonable 
to have that decision based upon the 
size of the payroll, using as a basis 
for this classification the number of 
employees on the payroll and not the 
amount of money involved. When 
this is reviewed, you will find about 


Mechanics of Handling Victory Tax 


By William H. MacLean 


three classes. There is the first class, 
the small payroll, the details of 
which are completely performed by 
manual operations. In the second 
class, the medium-sized rolls, you 
will find the computations are partly 
manual and partly mechanical. Then 
there is the third class of payrolls, 
the large payrolls, on the full me- 
chanical application. 

Since the computation of earnings 
and the entry of such earnings on 
payroll sheets or registers are manual 
operations on the first class of pay- 
rolls, the small ones, I can see no 
reason why the flat table of deduc- 
tions would not be the more prac- 
tical. 

In the case of the second classifica- 
tion, it would seem that either of the 
two methods of handling could be 
employed with equal satisfaction. 

However, when we consider the 
larger payrolls completely handled 
by mechanical devices, I do not be- 
lieve the flat amount or average 
method is the practical application, 
but rather the actual basis of de- 
ducting five per cent. is the method 
which should be used. 

It must be borne in mind that the 
manual operations on a large payroll 
are very few. There may be a bit 
of scattered manual preparation 
work, but the bulk of it is done by 
machine. In order to decide upon 
the actual operation on this basis, the 
first thing to be considered is just 
how to set it to the machines. Tabu- 
lating equipment, regardless of kind, 
is quite flexible. But there are many 





factors to be taken into consideration 
in the mechanical application, such 
as the loads that the machines are 
taking at the present time, the fact 
that tabulating equipment is a most 
dificult thing to obtain; and any 
company engaged in large payroll 
work and confronted with the possi- 
bility of increasing its payrolls must 
develop a program to assure the 
most rapid type of work possible 
within the time limitations. 

In our case, we have had great 
difficulty in securing IBM equipment. 
There are some pieces of equipment 
we require that still are not here, so 
we are forced to study the fastest op- 
erating method we can find to make 
these deductions. 


MULTIPLIER VS. SORTER 


There are two schools of thought 
on the calculating of these deduc- 
tions by machine. One school ad- 
vocates the extensive use of the mul- 
tiplying machine, while the other 
leans to the sorter. We choose the 
sorter, and we base our opinion en- 
tirely upon the fact that sorting op- 
erations can be accomplished at a 
much higher rate of production— 
cards per minute—than the multiply- 
ing operation. The sorter, in fact, is 
somewhere in the neighborhood of 
five times as fast. The multiplying 
operation has a normal rate or Ca- 
pacity of approximately thirty-five 
catds per minute. 

Our multiplying machines are not 
equipped with sufficient mechanical 
parts to complete this entire oper- 








PAYROLL COMPUTATIONS ON VOLUME BASIS 


Figuring the amounts to be paid thousands of employees in 
frequent pay periods, after computing various deductions, in- 
cluding the Victory Tax, is a complex undertaking. Mr. Mac- 
Lean, of Curtis-Wright Corporation, Louisville, throws consider- 
able light on these problems in this article, a specially prepared 
summary of an informal address which he delivered before the 
Louisville Control on December 30. It is a timely contribution. 


—THE EDITOR 
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ation, although they are capable of 
doing it if the various parts, which 
are difficult to secure, could be sup- 
plied. It must be borne in mind 
that if we use the multiplying ma- 
chine it is necessary to perform the 
multiplying operation of hours times 
rate, then a subtracting operation to 
deduct the $12 exemption, and then 
a multiplication by five per cent. to 
arrive at the amount of Victory Tax. 
If the machine is equipped with suf- 
ficient calculating devices, this can be 
done in one operation, but it will 
reduce the capacity of the machine 
from approximately thirty-five cards 
per minute to about fifteen. 

In the sorting operation we can 
produce one hundred and fifty a 
minute. It is true that in the sort- 
ing operation we will make an ad- 
ditional sort of the cards, but when 
we consider the fact that we are 
handling one hundred and fifty cards 
a minute on the sorter as against fif- 
teen on the multiplier, it is obvious 
that we can get better results from 
the sorting machines, in addition to 
the fact that sorting equipment is 
more plentiful. So, again, necessity 
being the mother of invention, we 
are forced back to the sorting or 
collating equipment. 


MASTER RATE DECK 


In treating the cards and the pre- 
liminary payroll records, you might 
say to me, “If you contemplate doing 
this by a sorting and gang punching 
operation, how do you propose to 
have the variety of rates and the 
many different numbers of hours 
you encounter brought together in such 
a way as to accomplish this end?” 

To do this, we will set up what we 
call a “master rate deck,” a perpetual 
deck, maintained at all times. This 
will be subdivided first by rates, then 
by hours. We have a number of dif- 
ferent rates applicable in the factory 
organization and perhaps fifty or 
more in the office, and each of these 
major subdivisions of rates will carry 
a group of cards under it. In this 
master deck is every hour combina- 
tion it is possible for us to work. We 
happen to calculate our fractions of 
an hour in tenths, so that for each 
hour of the day there are ten cards. 





As an example, in the 60¢ rate group 
under eight hours or a fraction 
thereof we will have a card for eight 
hours, one for eight and one-tenth 
hours, eight and two-tenths, and so 
on. The same assortment of hours 
appears under each rate group. 

As the payroll books come in, we 
normally punch what we call a ‘“‘de- 
tail card.” This detail card carries 
the commonplace information of em- 
ployee’s name, clock number, week 
ending, and so on, reproduced from 
the previous week. Our operators 
first punch in this card the number 
of hours and rate. After punching 
the card from the time sheets, the 
normal method is to run the card 
through the multiplier to get the 
gross earnings. That is the method 
we ordinarily employ in calculating 
payrolls. In our proposed way, we 
will punch only hours in the detail 
card. Immediately we eliminate the 
punching of rates, which will have 
been pre-punched. After the detail 
cards have been completely punched, 
there is one for each employee. We 
now have two groups of cards, one 
the master rate deck, which is di- 
vided by rates and subdivided by 
hours, and the other the detail card 
that we have just completed with 
nothing but hours punched in them 
in the weekly operation, the rate hav- 
ing previously been indicated on the 
same detail card. 

Now first sort the detail cards by 
rates. If we are paying twenty dif- 
ferent rates this week, as a result of 
this operation twenty stacks of cards 
will come out of the sorter. 


SECOND SorTING Is By Hours 


Having sorted the cards by rates, 
it is necessary that we make the sec- 
ond sorting by hours. As a result 
of the second sorting we will have 
under any given rate group the cards 
for all employees who worked the 
same number of hours. It is neces- 
sary only to sort the master rate deck 
card from the same or correspond- 
ing rate group on hours with the de- 
tail card. We then gang punch the 
detail card with the information in- 
dicated in the master rate deck card; 
that is, number of hours, gross earn- 
ings, Social Security deduction, Vic- 





tory Tax deduction, earnings before 
miscellaneous deductions. 

While our computations of time 
saving have been based upon test 
runs, and naturally would be subject 
to the fluctuations that we find in our 
weekly time problem, it does appear 
to us that this particular portion of 
our payroll work can be accom- 
plished in about twenty per cent. less 
time by using the sorting method as 
compared to the multiplier method. 

Another point that occurs to me as 
being one that would favor the use 
of the actual five per cent. computa- 
tion basis is better employee rela- 
tions. If we use the average method 
of tax deduction, when the employee 
makes his return the year following 
he has to make allowances which 
might tend toward increasing the 
amount of tax he is called upon to 
pay, due to some adjustment of error 
in the flat method. While error can 
occur in any method, it would ap. 
pear to minimize the opportunity for 
error when we use the actual five per 
cent. basis. And if the amount of 
tax that we have deducted from the 
employee's pay is the exact amount, 
or very close to it, it would not dis- 
turb the mental condition of the tax- 
payer when he is preparing his tax 
return. On the other hand, if a dif- 
ference, particularly one of under- 
deduction, has occurred, it might ag- 
gravate the taxpayer and lead him to 
believe, or at least to feel, that we 
had not exercised enough care in 
the handling of his tax deduction. 

Another point which must not be 
overlooked is the necessity for main- 
taining a record of all Victory Tax 
deductions, by employees, on an ac- 
cumulated basis. When an employee 
terminates his services, for any rea- 
son whatever, it is incumbent upon 
the employer to furnish him with a 
receipt indicating the amount of Vic- 
tory Tax that has been deducted 
from his pay during the then current 
year. Likewise, at the end of the 


year, when the annual consolidated 
report is made to the Government, it 
is necessary that the employee be 
furnished with a receipt indicating 
the amount of tax deducted for the 
year, and a copy of this receipt is 
to be furnished to the Government. 
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In theory, CMP accounting is ex- 
tremely simple—as simple, in fact, as 
ABC. Perhaps you are wondering, 
then, why it has to be explained, and 
pethaps you noted that I said “sm the- 
ory it is as simple as ABC.” Also, let 
us see what I meant by ABC! 

Here is what I mean by “A”: Let 
us assume that Jones Corporation is 
manufacturing 37 MM. shells for the 
Army. It has submitted bills of ma- 
terial and applications. Early in Feb- 
ruary, along comes a grant of allot- 
ment No. 04732-376-16 on Form 
CMP10 for 100 tons of steel. How 
shall we look at this from an account- 
ing viewpoint ? 


LIKE CHECKS FOR MONEY 


The simplest way to view such a 
grant of allotment is to look on it as 
if it were a bank check for money. If 
it were real dollar money, it would be 
deposited in the bank, and an entry 
would be made—Dr. cash in Bank 
$100.00—Cr. Allotment No. 04732- 
376-16 $100.00. There is no reason 
why exactly the same entry should not 
be made, using tons. The credit can be 
treated as a liability to the subcon- 
tractors or mills. If another Allotment 
Number comes in, say on Form 
CMP4A or on Form CMP%, the ac- 
counting is still the same. 

Now we come to “B.”’ Let us further 
assume that Jones Corporation is sub- 
contracting part of the 37 MM. shell, 
so it must extend part of its allotment 
to the Smith Company. It issues Form 
CMP4A or Form CMP5 to Smith for 
60 tons. The form must bear the same 
Allotment Number, and the transac- 
tion may be viewed as if cash were 
disbursed to liquidate the liability. The 
entry would be Dr. Allotment No. 
04732-376-16, 60 tons; Cr. “Cash” in 
Bank 60 tons. Let us further assume 
that Jones must order the remaining 
40 tons from Steel, Inc. This is done 


Industrial Accounting under the 
Controlled Materials Plan 


By Charles R. Simmons 


on Form CMP6, still bearing the Al- 
lotment Number. Viewed again as if 
a cash disbursement, the entry would 
be Dr. Allotment No. 04732-376-16, 
40 tons; Cr. Cash in Bank 40 tons. 

The “C” of our ABC simply means 
that, either after each entry or at the 
end of each day, the balance for each 
account should be computed and pe- 
riodic trial balances should be drawn 
off, just as though the quantities were 
dollar money. 

So we have here the ABC’s of CMP 
accounting; A, ‘“‘cash” receipts; B, 
“Cash” disbursements, and C, balances 
of accounts. 

And this is all there is to the ac- 
counting theory for the CMP! But un- 
fortunately it’s something like the 
story of Pat taking Maggie to see the 
Dodgers. Maggie had just arrived from 
Erin, and had never seen a baseball 
game. So when they were seated and 
the first batter faced Casey, Maggie 
said innocently “Pat, explain it all to 
me.” “Sure” says Pat. “’Tis simple as 
ABC. You see that feller with the shil- 





lalah, Maggie. That’s the batter. All he 
has to do is hit the ball over the fence, 
run around the bases and he’s made a 
home run.” Just then the batter swung 
at a wide one for a third strike and 
walked away amid a chorus of cheers. 
“Pat,” asked Maggie, “did he get his 
home run?” “Naw, Maggie, ye see, 
the rules of the game introduces com- 
plications.” 


COMPLICATIONS AHEAD! 


So now that we've covered the beau- 
tiful simplicity of CMP accounting 
theory, the time has arrived to say 
something about the rules of the game 
and the complications to which they 
lead. 

To avoid confusion with our ABC’s, 
I’m going to start at the other end of 
the alphabet and work backward. Per- 
haps it’s a hangover from algebra— 
XYZ, for unknowns. 

“Z” stands for the rule that instead 
of our good old familiar dollar, CMP 
has 19 categories of money—some- 
thing like foreign exchange; pounds, 





THE “PAPER WORK” UNDER THE CMP 








Drawing a parallel between money and commodities, the au- 
thor of this paper, which was presented January 20 before the 
New York City Control, compares an allotment of materials with 
a bank check for money—and the ‘’check” is merely ““deposited”’ 
by the prime contractor and drawn against for the benefit of his 
sub-contractors. Complications are introduced, however, by the 
fact that each type of vital material is actually a different kind 
of “money”, and that the “value’’ of each is affected by the 
month of the year. Furthermore, what would be saving with 
money is hoarding with materials—and allocations are subject 
to change according to strategic requirements. 

Mr. Simmons is a partner in the firm of Griffenhagen & Asso- 
ciates, Chicago management engineers, and is acting as consult- 
ant in the War Department in setting up the Controlled Mate- 
rials Plan. A graduate engineer of the Illinois Institute of 
Technology, he has also practiced as a supervisory senior ac- 
countant. He is a charter member of the Society for the Ad- 
vancement of Management. 
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sterling, francs, marks, kronen, yen, 
lira. Only CMP money is tons for 2 
categories of steel, and pounds avoir- 
dupois for 9 categories of copper and 
8 of aluminum. And whereas pounds 
sterling can be converted by use of ex- 
change ratios into dollars or francs, no 
alchemist has yet been able to convert 
alloy steel into extruded aluminum. So 
we must provide distinct and separate 
bank accounts for each of the 19 cate- 
gories of money. Otherwise the ABC’s 
hold. 

According to "Y,” each category of 
money must be further subdivided ac- 
cording to the month in which ship- 
ment of the controlled material is 
scheduled to be made. April carbon 
steel is not the same as May carbon 
steel, May aluminum rivets must be 
segregated from June aluminum rivets. 
Therefore, for the second quarter of 
1943, American industry must deal 
with 19 times 3 or 57 varieties of 
CMP money. It looks like the adver- 
tising agency for Heinz pickles has 
earned its money this year! Of course 
if third quarter allotments are also in- 
volved, the number of varieties is dou- 


bled. 


“BALANCE” Must BE SPENT 


The rule we will call “X” com- 
pletes those dealing with the nature of 
CMP money. It does not result in 
further varieties, but merely makes the 
money “red hot.” Heretofore, we've 
consideréd it a healthy sign to have a 
fat balance in the bank. Not so with 
CMP money. Hoarding it has become 
a mortal sin, punishable by fine up to 
$10,000, imprisonment, or both. With 
good reason, too, for failure to utilize 
allotments means failure to order from 
mills, and if this failure is extensive; 
it would lead to a breakdown not only 
of CMP but of war production as well. 

Consequently, as soon as CMP 
money of any variety has been (A) re- 
ceived and deposited, it must be (B) 
disbursed on extensions of allotment 
or orders to the mills and (C) any bal- 
ance must be returned to the agency 
or customer from whom the allotment 
was received. While the last step is 
not strictly an accounting function, I 
imagine the controller will be held re- 
sponsible for seeing that it is taken. 


“W” introduces a group of rules re- 
lating to the methods according to 
which transactions in CMP money are 
handled. This rule provides that a sepa- 
rate account shall be kept for each allot- 
ment number, that is, in general for 
each original voucher check received 
from a customer. Therefore, if a Con- 
sumer has only 30 customers, each of 
whom buys products containing all 
categories of materials, that Consumer 
must keep 1,710 separate and distinct 
“bank” accounts (30 times 57), to 
each of which not only ABC but also 
X apply. This complication is neces- 
sary in order that the allotment num- 
ber may be properly transmitted 
throughout the chain from WPB via 
claimant agencies, consumers and mills 
back to WPB again. Only thereby can 
WPB police the CMP to determine 
whether over-allotments have been 
made. 

Under the rule we will call ‘V, 
voucher checks for disbursements of 
CMP money may (1) in the case of 
extensions of allotment for large quan- 
tities, under the same Allotment Num- 
ber include any or all the 57 varieties; 
(2) in the cases of so-called basketing 
of small quantities of controlled ma- 
terials, lump together various Allot- 
ment Numbers and identify only by 
Claimant Agency, (3) on orders to 
mills, cover numerous Allotment Num- 
bers, each listed separately, limited to a 
single category but for various months. 


” 


MISPOSTING POSSIBLE 


These complications are introduced 
to obviate the use of a separate dis- 
bursement check for each variety of 
money under each Allotment Num- 
ber. Otherwise the poor consumer 
might be snowed under the plethora 
of CMP papers. On the other hand, 
because they cut across all classifica- 
tions of accounts, they increase greatly 
not only the difficulty of maintaining 
adequate accounting control over the 
detail accounts but also the danger of 
misposting to the wrong account. 

What might be called Rule “U” is 
in reality a correction of an oversim- 
plification introduced into my earlier 
statements regarding our ABC's. So 
far, we have been thinking of “bank” 
accounts, with the usual deposits and 





disbursements. Have we been uncon- 
sciously assuming that, because of the 
similarities to dollar banking, the con- 
sumer will have the benefit of the ex- 
ternal check on the accuracy of his 
bank accounts which the bank recon- 
ciliation affords? This is not the case, 
for the consumer must keep his own 
“bank” records for CMP money. Any 
errors, whether of posting wrong 
amounts, posting to wrong accounts or 
wrongly calculating balances can only 
be corrected by rigorous audit of the 
accounting itself. While such errors 
would hardly be classed as willful 
under the penalty clause (aa) of CMP 
Regulations 1, deliberate failure either 
to prevent their frequent occurrence or 
to provide for their detection and cor- 
rection may well be considered to bor- 
der on the penalty. 

Regardless of penalties, however, 
American industry has as great a stake 
in winning the war as any of us, and 
it behoves those responsible for its ac- 
counting procedures to take all steps 
possible to prevent the breakdown of 
CMP because of avoidable errors. 

At this point, let me point out that 
the Army in its own accounting is 
adopting proof total methods to mini- 
mize the possibilities of such error. 

Finally, while numerous other rules 
affect accounting under CMP, in lesser 
degree, I will close with “T,” which 
we may call the ‘take back’ rule, 
something entirely new to the account- 
ing thought involved up to this point. 

We have been bandying about the 
words “CMP money,” “CMP de- 
posits,” “CMP disbursements,” and 
“bank balances” until we may have 
felt on quite familiar ground. The con- 
sumer may even come to feel that he 
“owns” his allotments, that he has a 
“right” to them. 


ALLOTMENTS ARE SUBJECT 
TO CANCELLATION 


CMP regulations provide quite 
otherwise. An allotment ‘‘belongs’’ to 
the consumer only by grace of WPB 
and by the sufferance of the Claimant 
Agency. By the very nature of the 
shortage of materials which has engen- 
dered the CMP, this must be so. The 
plan is a sincere attempt to ration 


(Please turn to page 79) 
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None of us can deny that American 
industry has performed miracles dur- 
ing the past few months in converting 
from the production of civilian prod- 
ucts to the production of the strategic 
needs for fighting a war on all fronts. 
American industry has done a tremen- 
dous job, but we as a nation are ex- 
tremely self-critical, and we seek to 
simplify and perfect not only a mass 
production of material but also the 
methods to keep that mass production 
flowing in its proper channels. Out of 
the attempt to balance the huge de- 
mands of our war needs has developed 
a Controlled Materials Plan. This is 
the plan that you heard so much about, 
and it is a plan that will work only if 
you and all the other members of your 
company make it work! 

I feel that the best way that I can 
present CMP to you is not to explain 
the details but rather to discuss those 
points in the plan about which so 


_ many questions have been asked. I be- 


lieve this procedure will be most help- 
ful to you in working with the plan. 


ALLOCATES MATERIALS VERTICALLY 


There is no doubt in my mind that 
CMP, which is based on a concept of 
vertical allocation of materials, is the 
best plan that has been developed for 
aiding the war effort. This plan will 
guarantee your having material when 
your company has a schedule for prod- 
uct production. It will mean some 
additional paper work for you and 
your department in order to be sure 
that material to make your end-prod- 
ucts will be in your plant when you 
need it. This guarantee of material 
availability will make your production 
effort move along at a faster pace. It 
will assure that the strategic needs of 
the armed forces will be met with the 
proper quantity of a// of the fighting 
weapons necessary to cafry om success- 
ful campaigns. 


Controlled Materials Plan Requires 
Cooperation by Controllers 


By Charles R. Fay 


Before CMP, it would have been 
possible for one branch of the service 
to schedule the production of 1,000 
army tanks, let us say, while other 
branches of the service could not ob- 
tain enough steel to build the trans- 
ports needed to carry these tanks to the 
scene of battle. Under CMP, this serv- 
ice may be able to schedule only 500 
of that type of tank—but this will en- 
able another branch to schedule the 
building of a transport to carry these 
tanks to a place where they can fight. 
Thus, CMP not only helps with the 
control of products but also makes 
necessary the control of scheduling of 
products. 


AN ASSEMBLY LINE TECHNIQUE 
Those who have had any connec- 


tion with the automotive industry will 
recognize that the CMP is not a new 





plan, but rather is the assembly line 
technique that has been used by the 
automotive industry to make sure that 
its production flow is well coordinated. 
It means that the end product sched- 
ules have been carefully established, 
and that the flow of component parts 
and raw materials into production 
plants is an “all time’ procedure that 
has developed to a point where no ma- 
terial can be late without holding up 
the delivery of the completed products 
at the end of the assembly line. This 
assembly line technique of simplifica- 
tion makes it possible for the CMP to 
guarantee that manufacturers will get 
allotments of steel, copper and alum- 
inum to complete the productions that 
are scheduled in their plants. CMP 
will see to it that your production is 
not held up by some small gadget or 
other, a situation which has caused 
delays in the past. Scheduling and al- 








EXPLAINING END-USE ALLOCATION 


In order to simplify the allocation of materials for war produc- 
tion and essential civilian needs, the War Production Board has 
been preparing for some months to eliminate the use of priorities 
and to substitute a system based on vertical allocation according 
to the end-use of the materials. In other words, allotments will 
be made to the prime contractor at the time production is sched- 
uled, and such materials will be earmarked for that use—and 
that use only, subject to strategic demands. 

There has been much public and private discussion of this Con- 
trolled Materials Plan, much of it traceable to lack of informa- 
tion concerning the details. To overcome this by providing the 
facts, Mr. Charles R. Fay, Chief of the Engineering Board of Re- 
view of the Controlled Materials Division, W.P.B., presented the 
accompanying paper at the regular monthly meeting of the New 
York City Control, on January 20. 

Mr. Fay is a graduate of Purdue University, and has had a 
long business career. He went to the War Production Board from 
the Westinghouse Electric & Manufacturing Company, where he 
was Director of Employes’ Accounts Division. He had been with 
that firm since. 1925 in various capacities, including stock lay- 
out and storage planning, factory routing and production plan- 
ning, raw material store supervision, standard cost installation 
and inventory control and industrial accounting. 


—THE EDITOR 
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lotments assure you of an even flow of 
production. 

One of the more important things 
about the Controlled Materials Plan 
involves a majority of effort from your 
production departments as opposed to 
other plans which have required the 
majority of effort from purchasing de- 
partments. Since the plan is expected 
to guarantee the availability of mate- 
tials, proper production scheduling 
within the plant, and supervision and 
budgeting of part stocks and raw ma- 
terial stores, and other related pro- 
grams, become of paramount im- 
portance. 


WHEN SCHEDULES CHANGE 


Since the plan has been set up to 
control the delivery of raw materials 
from the mills, it is extremely im- 
portant that every plant be set up so 
that it will be able to transmit changes 
in schedules down the line, so that the 
effect of the change will be caught at 
the mill level before the actual sizes 
and shapes of materials which have 
been ordered are actually produced. If 
we can’t do this then the materials still 
won't be available when needed. You 
probably realize how hard it is to ac- 
cept cancellation or reduction of an 
order under your past procedures, even 
to the point where you have been able 
to stop production within your own 
plant. The necessity of changing 
schedules to meet the restriction of 
material availability, and the future 
possibility of schedule changes to keep 
step with changes in strategic need, 
will require that production systems 
be revised immediately so that the best 
possible results will be obtained from 
the plan and so that you will not be 
continually plagued with the problem 
of storing or disposing of partially 
completed items which were produced 
after schedules have been changed. 
Plans are being developed for notify- 
ing prime consumers and their second- 
ary consumers of scheduled changes by 
the claimant agencies, because speed 
and quick action are absolutely neces- 
saty. This problem is one which 
should not be overlooked or under- 
estimated. 

Another important item is the pos- 
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sibility of reduction of inventories 
through operation under the plan. Al- 
most everyone has been troubled by 
increasing inventories and the necessity 
of obtaining money with which to buy 
still more inventory. But when you 
have assurance that material will be 
available for all orders and schedules 
which you have on your books, a con- 
siderable reduction in inventories is 
possible, and money now tied up for 
that purpose can be made available 
for debt retirement or for other uses. 
A reduction in inventory should also 
make available floor space which is 
now used for storage of raw material 
stocks which are now unbalanced in 
the course of current production, or 
for storing partially completed inven- 
tories which are clogging valuable 
manufacturing space with products 
which you are now unable to complete 
because of material shortages. 


CMP RATIONALIZES INVENTORIES 


Under past allocation plans and pri- 
ority regulations, it has been the aim 
of most manufacturers to produce and 
have available part stocks in quantities 
which would guarantee the comple- 
tion of their production goal wher- 
ever these part stocks could be manu- 
factured from materials which were 
obtained. Likewise, raw material stores 
were increased at every opportunity be- 
cause of the increasing length of de- 
livery schedules from mills. The re- 
sult has been that some companies 
have been able to get along with com- 
paratively few material shortages, 
whereas others have been unable to 
produce necessary items which were 
needed to complete the very product 
which other manufacturers were turn- 
ing out in great quantities. A reduction 
and rationalization of inventory will 
therefore serve to reduce investment, 
as well as to increase the potentially 
balanced use of all necessary goods. 

In the initial stages of operation 
under the plan, many manufacturers 
seem to have trouble in separating the 
development of Bills of Material from 
the mechanics of applying for allot- 
ments. Since some of this mis-im- 
pression still seems to exist, I believe 
it is desirable at this point to im- 
press upon you the fact that the prep- 








aration of Bills of Material is a one- 
time job, whereas the mechanics of al- 
loting materials will be a continuing 
operation. I believe that the necessity 
for obtaining Bills of Material at about 
the sames time original allotment ap- 
plications were being filed has been 
reason for thinking that paper work 
under the plan would be much greater 
than it actually will be. It is unfortu- 
nate that these two operations had to 
be performed together. However, when 
the development of Bills of Material 
is cleared from the calendar, I believe 
that a careful review of necessary 
paper work, and routine handling of 
that paper work, will be of great as- 
sistance in lifting the veil of complex- 
ity which now seems to surround the 
plan. Some manufacturers are forecast- 
ing production delays because of paper 
work, however, I do not agree with 
this thought since I am sure that paper 
work as it is now laid out will be rea- 
sonably simple and easy to apply to 
your operations. 


HeEtps BuDGET MATERIALS 


Operation under the plan should be 
of great assistance to every manufac- 
turer in inventory control and in budg- 
eting his use of materials. Since the 
plan is built on the basis of Bills of 
Material which indicate the gross ma- 
terial requirements to complete an item 
of production, any saving of materials 
which may be developed through im- 
proved manufacturing methods, reduc- 
tion of defective work and advanta- 
geous use of items now sent to the 
scrap pile, will allow you to manufac- 
ture more products with the same ma- 
terial and thereby materially assist the 
war effort. The record keeping which 
is required under the plan should be 
the basis for budgeting of materials, 
and if properly used should more than 
pay for itself. 

There are several items covered in 
the CMP Regulation to which I would 
like to call your attention. The first 
is the short form of passing down al- 
lotments as covered in Schedule II, 
toward the end of the Regulation. It 
is our thought that in the case of orders 
which are placed for short delivery a 
rubber stamp will be used on your 
purchase order, or that a comparable 
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block will be printed on your purchase 
order so that you may pass on the 
allotment of material to your sub-con- 
tractor at the time you place the order 
with him. This operation will facilitate 
the process of applying for allotment 
of materials and the subsequent pass- 
ing down of the allotment based on 
the application. 


SMALL ORDERS EXEMPT FROM PLAN 


A second item is the Small Order 
Provision, which allows utmost sim- 
plicity in handling orders in which 
small amounts of controlled materials 
are used. In this case, no allotments 
of materials is required on the part of 
the purchaser and no Bills of Material 
are required from the sub-contractor. 
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One other item which seems to be 
troublesome is the requirement on ob- 
taining materials to complete schedule. 
The plan may give the impression that 
you cannot order materials in sufficient 
quantity to obtain good production 
runs. This is not true, because it is only 
the end product which must be pro- 
duced exactly in line with the schedule. 
Component parts may be manufac- 
tured in economical quantities. When 
review of part and component stocks 
normally indicates that quantities are 
available on some items but not on 
others, the Prime Consumer—who has 
an allotment of materials to make all 
of the components required to go into 
the schedule—can order one compo- 
nent in good manufacturing quantities 
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in one month and another component 
in another month, without using more 
than his original allotment of materials 
for an authorized schedule. This pro- 
cedure is entirely satisfactory, because 
the plan is only established to prevent 
excessive ordering of raw materials at 
the mill level. 

You undoubtedly can visualize the 
wide range of variations which would 
be possible under this type of proce- 
dure. It is my firm opinion that you 
will find that you have just as much 
latitude under this plan as you have 
had under others. The main idea which 
must be kept in mind is that we must 
think in terms of simplifying proce- 
dures rather than try to make them 
complicated. 


Three Major Problems Involved in Taking 
and Evaluating Inventories 


In opening this subject, I feel very 
much like the controiier who called 
his staff together each morning and 
paused for the usual two minutes of 
silent prayer before opening the mail, 
in order to obtain strength and cour- 
age to face the day’s new forms and 
governmental requirements! 

Certainly this question of inven- 
tories is one that is going to require 
much strength and courage when the 
time comes to declare the value of 
the inventory in the closing balance 
sheet. Many changes have taken 
place since this item last appeared in 
the published balance sheets of many 
companies. 

I have divided the subject into 
three major headings, each of which 
presents problems which are by no 
means uniform in practice. The first 
concerns itself with the maintenance 
of records for the purpose ot proper 
inventory control, and more recently 
as a basis of reporting inventories un- 
der the various WPB and OPA regu- 
lations. 

It is the accepted practice in many 
companies to keep perpetual records 
covering the various commodities and 


By W. J. Jacquette 


materials in stock, but too frequently 
these records do not perform their 
potential value. It has been claimed 
by some that a properly maintained 
perpetual inventory system makes the 
taking of an annual inventory an un- 
necessary practice. Still, with the great 
number of these systems in operation, 
I feel that I can safely say that the big 
majority of companies continue to 
take an annual physical inventory. A 


survey which was made several years 
ago indicated that of 200 companies 
which reported the use of a perpetual 
inventory system, only approximately 
25 per cent. had dispensed with the 
annual inventory. If we looked into 
the deficiencies of the systems of the 
remaining 75 per cent. we would 
probably find the lack of test checks 
at stated intervals or at the point of 
reordering. 





ation. 





DECLARING INVENTORY’S VALUE BUT ONE 
OF MAJOR PROBLEMS 
Declaring the value of the inventory for tax purposes is only 
one of the ““major’’ problems referred to by the author of this 
significant treatise, who is auditor of the White Tower Manage- 
ment Corporation, and a member of the Bridgeport Control. He 
suggests that companies whose inventories are becoming ob- 
solete because of the development of substitute materials should 
take advantage of the new tax regulation governing their evalu- 


| The other two “‘major’’ problems discussed by the author are 

| (1) maintenance of records for proper inventory control under 
WPB and OPA regulations, and (2) the taking of physical in- 
ventories. Additional problems tossed in for good measure in- 
clude verification of inventories by outside auditors and taking | 
inventory of stocks spread around among subcontractors. 


—THE EDITOR 
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There are also divided opinions as 
to what information should appear 
on the inventory records. Should they 
show quantities only, or should the 
price and extended value also appear? 
Also, should the quantities and values 
purchased and disbursed be shown 
cumulatively after each posting, or is 
this practice an unnecessary duplica- 
tion? These are all questions which 
controllers can discuss to advantage. 

The next problem relates to the 
taking of physical inventories, where 
this practice prevails, and also to the 
amount of preliminary preparation 
prior to the taking of the inventory. 


CAREFUL PREPARATION ESSENTIAL 


In many cases in the past, entire 
plants were closed down for extended 
periods in order to get the inventory 
in such shape that it could readily be 
counted and checked. However, it 
appears to me that this practice will 
be followed in very few cases where 
there is the present extreme urge for 
production. The present high rate of 
activity will add greatly to the prob- 
lems of inventory-taking, and ade- 
quate preliminary preparation will be 
most helpful. In other words, all in- 
terested people should be told when 
the inventory is to be taken, what is 
to be taken, and iv what units it is to 
be recorded. It also appears to me 
that companies working on the 
“swing shift” will have their head- 
aches with this problem, unless they 
have prepared well in advance. 


Must DEPEND ON COMPANY 
CERTIFICATIONS 


One of the newer problems will be 
the verification of inventories by the 
outside auditors. We all know that 
since the McKesson-Robbins case 
public accountants are anxious—and 
in some cases quite insistent—that 
their own representative be present 
when the inventory is taken; with the 
present manpower shortage in the 
public accounting field, it seems to me 
that they will find it necessary to de- 
pend on company certifications in 
many cases, especially if the closings 
are on a calendar year basis. 

Another newer problem is that in- 
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ventories are spread around to a 
greater degree than heretofore. Ma- 
terials may be in the hands of sub- 
contractors for subsequent process- 
ing, which makes the verification 
rather difficult. Then, too, the sub- 
contractor must guard against taking 
these materials into his own inven- 
tory. To avoid misunderstanding, all 
of these matters should be covered 
in the preliminary instructions. 

Probably one of the best ways to 
lighten the burden created by taking 
the annual inventory is to stagger this 
job by departments, taking separate 
departments at the end of each month 
or at the end of each week. Subse- 
quent transactions after the taking of 
each department’s inventory can be 
reviewed carefully, and the proper 
additions or subtractions made from 
such inventory to bring it up to the 
closing period. I know of one rather 
large company where the physical in- 
ventory is taken two months prior to 
the regular closing period. 

We now come to what I consider 
our third major problem. Without 
doubt it is the most important. That 
problem is “Under what method, and 
at what value shall the inventory be 
stated ?” 


WHEN PEACE TIME INVENTORIES 
BECOME OBSOLETE 


Many new problems have arisen as 
a result of the War and of the tax 
burden which confronts industry. 
What about those inventories which 
are part of industry's peacetime ac- 
tivities, and which are rapidly becom- 
ing absolete, due to the development 
of substitutes? We are told that glass 
and plastics will be more suitable 
than steel in some products, so the 
question can logically be asked as to 
the valuation of partly fabricated ar- 
ticles still remaining in inventory 
which cannot be completed, either 
through a lack of material or a limi- 
tation order on their saleability. 

Some companies may take advan- 
tage of the tax regulations on that 
point. The Regulations say “Any goods 
in an inventory which are unsalable at 
normal prices or unusable in the nor- 
mal way because of damage, imper- 
fections, shop wear, changes of style, 








odd or broken lots, or other similar 
causes, should be valued at bona fide 
selling prices less direct cost of dis- 
position, whether the inventory 
method used is cost or cost or market, 
whichever lower, or if such goods 
consist of raw materials or partly 
finished goods held for use or con- 
sumption, they shall be valued upon 
a reasonable basis, taking into con- 
sideration the usability and the con- 
dition of the goods, but in no case 
shall such value be less than the scrap 
value. Bona fide selling price means 
actual offering of goods during a pe- 
riod ending not later than thirty days 
after inventory date. The burden of 
proof will rest upon the taxpayer to 
show that such exceptional goods as 
are valued upon such selling basis 
come within the classifications indi- 
cated above, and he shall maintain 
such records of the disposition of the 
goods as will enable a verification of 
the inventory to be made.” In some 
cases, inventory reserves will be re- 
sorted to in order that proper cog- 
nizance of this situation be reflected 
on the books. However, as is the case 
of most reserves, it is difficult to de- 
velop the proper method to use. Some 
companies evaluate their inventories 
on the conservative side, while others 
lean toward liberal, almost inflated, 
valuations. 

While it is rather unfortunate that 
Congress did not see fit to sanction the 
inventory reserve as an allowable de- 
duction under the 1942 Revenue Act, 
the Treasury Department apparently 
was aware of the need for some sort 
of inventory reserve which could be 
used as a charge against taxable in- 
come. In June of this year, the Treas- 
ury Department submitted to the 
House Ways and Means Committee a 
proposal that taxpayers be allowed to 
establish a temporary reserve for pos- 
sible future inventory losses. The 
Treasury Department expressed the 
belief that during the uncertainties of 
the war, all taxpayers should be safe- 
guarded against the inclusion of in- 
ventory profits in taxable income, and 
that losses on present inventories 
should be considered a current de- 
ductible item. This proposal was to 
be effective as of January 1, 1941 and 
was to run for a period of five years 
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after the close of the War. Taxpayers 
would not necessarily begin with 
1941; they could start at any time. 
These reserves would be permitted for 
inventories not valued under the Lifo 
method, which I will discuss later. 
The taxpayer would be permitted to 
elect the reserve method for selected 
parts of his inventory, provided that 
they were clearly identifiable. The 
election, once made, could be revised 
only with the approval of the Com- 
missioner. 

Several months ago the Treasury 
Department made another proposal 
to the Senate Finance Committee cov- 
ering a system of reserves under 
which taxpayers could get what 
would amount to a tax deferment on 
up to 15 per cent. of net income paid 
into a government trust fund to cover, 
among other things, losses from 
price-inflated inventories. 

While both of these proposals 
failed, I think it is fair to assume that 
when the Treasury Department rec- 
ommends to cut the taxpayers’ bill, on 
a question involving inventory valu- 
ation, this situation should be given 
serious consideration by every com- 
pany at the time of placing valuation 
on the inventory. 


PRICING PosEs HARD PROBLEM 


We now come to the question of 
pricing, and volumes have been writ- 
ten about the old phrase “Cost or 
market, whichever is lower.” It would 
not appear to me that there would be 
many cases in which the present mar- 
ket is lower than cost, unless it be in 
commodities where price reductions 
were made necessary by OPA ceilings. 
There is much controversy over 
“What is cost?” The cost of raw 
materials to some companies is an en- 
tirely different cost than that which 
may be used by others. In a fairly 
recent survey on this subject it was 
found that, of the companies report- 
ing, 91 per cent. included freight and 
cartage. We could therefore accept 
that as an almost universal practice. 
However, going further, we find that 
13 per cent. included the receiving 
and storing expense, almost 4 per 
cent. included purchasing department 
expense; 2 per cent. unloading ex- 





pense; 1 per cent. interest on bor- 
rowed capital; 1 per cent. allowance 
for shrinkage; 14 per cent. container 
cost, and 14 per cent. sampling and 
laboratory expense. When it came 
to charging these raw materials into 
process, we find that 45 per cent. were 
using the average cost basis, 27 per 
cent. the first-in, first-out basis, 20 
per cent. the standard cost basis; 4 
per cent. the actual cost basis, 214 per 
cent. the last-in, first-out basis, and 
Y, per cent. the highest cost first. 

When it came to inventory valu- 
ation of raw materials on the balance 
sheet, 87 per cent. of these companies 
used the ‘“‘cost or market, whichever is 
lower’; with the remaining 13 per 
cent. using standard cost, or actual 
cost, basic or normal value, average 
cost, and the like. 

You probably will also find a great 
difference in opinion when you come 
to the valuation of work in process. 
You will find the use of actual cost, 
job costs, process costs, standard costs 
—and all can be justified by the in- 
dividual companies using them. 

The methods used in valuation of 
the finished goods inventory follow 
about the same general pattern as in 
the case of raw materials, where the 
“cost or market, whichever is lower’ 
adherents represented 87 per cent. 


How PREVENT TAXATION OF 
UNREALIZED PROFITS? 


The important question to decide 
in the face of the present high tax 
rates is “How can we keep unrealized 
profits in inventory from being 
taxed?” Of course, I make that state- 
ment rather cautiously as there are 
some who will say there “ain’t' no 
such animal.” They will say that if 
you buy an article at a certain price 
and sell it for a higher price you have 
realized a profit of the difference, 
without giving any regard to the 
price of replacing that article which 
is sold. However, it is a known 
fact that the ‘‘Lifo” method is receiv- 
ing much greater attention these days, 
and even by those industries which 
felt that it was not adaptable to their 
problem several years ago. 

One interesting point in this regard 
is that “Lifo” is entering the retail 
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field, where it was originally felt that 
this method should not be used. Some 
of the members of the National Re- 
tail Dry Goods Association adopted 
this method last year, and included in 
this group are some of the largest 
department stores in the country. 

It is also interesting to observe that 
this method has been given favorable 
treatment under the new tax law 
whereby some of the former barriers 
have been removed. The prohibition 
against using this method for income 
tax purposes where interim reports 
were prepared on a different basis has 
been removed, and has been made 
retroactive to taxable years beginning 
after December 31, 1938. Favorable 
treatment of the involuntary liquida- 
tion of base stock inventory under the 
“Lifo” method is also found in the 
1942 Revenue Act. 


FORTY PLUS CLUB 


The Forty Plus Club of New York, 
a cooperative association for execu- 
tive placement, has moved to 250 
West 57th Street, New York City. 
In less than four years the organiza- 
tion has uncovered 2,318 salaried po- 
sitions and has placed experienced 
men in more than six hundred of 
them. There are about thirty-five 
such clubs in the United States and 
they are said to have placed 10,000 
men. The New York Unit is hard 
pressed to get new members, who 
must be over forty years old, since 
the present members are being hired 
rapidly by industrial employers. No 
man who is employed may be a mem- 
ber. The Club is a cooperative ven- 
ture and there are no fees or charges 
to employers or members. 


AMA Finance Conference To Be 
Held in New York, Mar. 24-25 


Plans for the American Management As- 
sociation’s Wartime Financial Management 
Conference to be held at the Hotel Penn- 
sylvania, New York, March 24-25, are now 
under way. Program planning sessions are 
under the direction of H. C. Perry, Treas- 
urer, Heywood-Wakefield Company, Gard- 
ner, Massachusetts, and Vice-President of 
the AMA’s Finance and Accounts Division. 

Principal topics of discussion will in- 
clude: ‘The Financial Executive’s Wartime 
Job,” “Cost and Profit Determination in 
Wartime,” and “Postwar Planning.” 





Accounting Problems in Inventory 
Taking and Evaluating 


By George E. Frazer, C.P.A. 


The valuation of inventories is a 
matter of perennial interest. After 
everything else has been done in the 
bookkeeping and accounting of the 
fiscal year, we finally determine the 
value of the inventories and thereby 
arrive at the estimate of profits before 
taxes. We will all grant that the 
estimate of profits before taxes is 
the most significant item for the bal- 
ance sheet, and on the profit and loss 
statement, and is the determining 
item in both. Therefore the proper 
valuation of inventories is the most 
difficult task that confronts either the 
public accountant who reviews the 
balance sheet of the year or the con- 
troller who creates it. 

For more than a quarter of a cen- 
tury it has been my own considered 
opinion that the valuation of inven- 
tories is an accounting problem. 
There are respectable firms of engi- 
neers and appraisers who say that the 
valuation of inventories is a fact-find- 
ing process best done by the engineer. 
Certainly the accountant himself is 
all too prone to dodge the issue as to 
the valuation of inventories and to 
hide himself behind the well-worn 
phrase: “Inventories are as taken and 
valued by officials of the company.” 


VALUATION Is AN ACCOUNTING 
FUNCTION 


The Securities and Exchange Com- 
mission has had much to say regard- 
ing the valuation of inventories. In 
broad but quite emphatic terms, the 
public accountant has been told that 
he must give his own opinion on the 
valuation of inventories and must 
not hide behind either an appraisal 
by engineers or a valuation made by 
officials of the company. With that 
pronouncement of the Securities and 
Exchange Commission I certainly 
have no quarrel. The valuation of 
inventories is, and should be, an ac- 


counting function because the valu- 
ation is best judged by the ratios of 
turnovers to sales and cost of sales 
with respect to individuai items in 
the inventory, and by mark-ups ob- 
tained on cost of sales with respect 
to individual items of the inventory. 
The determination of turnover and 
the determination of mark-up is es- 
sentially and basically an accounting 
function. 

The true test of an inventory valu- 
ation lies in the proper application 
of turnover to mark-up. The de- 
termination of turnover and mark-up 
is a matter of classification carried out 
historically, so that comparisons can 
be had over a number of fiscal periods 
and judgment established accord- 
ingly. It is exactly this judgment as 
to what is the proper ratio of turn- 
over to mark-up in the case of each 
class of goods that represents a very 


high degree of professional work 
which is neither engineering nor the 
work of the president or treasurer of 
the company, but is exactly and pre- 
cisely the field of the professional ac- 
countant and the controller. 

Nearly thirty years ago I was gen- 
eral auditor of one of our large mer- 
chandising houses, and discovered for 
myself that the book inventory com- 
puted on turnover and mark-up was 
often more reliable than the physical 
inventory based upon physical counts 
and so-called cost pricing. That long 
ago I found out that any great differ- 
ential between the book inventory— 
properly computed on turnover and 
mark-up—and the so-called physical 
inventory did not necessarily mean 
that the book inventory was to be 
corrected by adjusting entries so as 
to agree with the physical inventory. 
Quite to the contrary, any consider- 





mechanical counts. . 


turnovers to mark-ups. 


and meaning.” 





PHYSICAL OBSERVANCE DEEMED WASTEFUL 


‘The function of the trained accountant is to prove the inven- 
tory by accounting tests as to turnover and mark-up, not to 
waste time in aimless strolling about on factory floors watching 
. . The valuation of inventories is an ac- 
counting function in the proper computation of the ratio of 
The valuation of inventories is best 
tested where the physical count and the average cost prices used 
are compared class by class and, on important items, item by item 
with historical turnovers and mark-ups.”’ 

So declares the author of this paper, Mr. George E. Frazer, 
C.P.A., of Frazer and Torbet, who goes on to say, ‘’Sooner or later 
the public accountants will frankly admit that they only occasion 
economic loss and waste by this absurd physical observance of the 
physical inventory. Or else we shall go to the other, and logical, 
conclusion that the accountant should also be an engineer and 
should know enough about materials and factory processes, in- 
cluding packaging, to give the physical observance real form 


In this paper, presented at the December meeting of the Mil- 
waukee Control, Mr. Frazer also comments on the significance of 
“Lifo’’ in regard to renegotiation proceedings, and in the light of 
a possible deflation period following the war. 


—THE EDITOR 
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able difference between the “book” 
inventory and the “physical” inven- 
tory caused me to have the physical 
inventory recounted and repriced. 
Time and time again I learned that I 
could more nearly depend upon the 
computed inventory than I could 
upon the unchecked physical inven- 
tory. In a professional practice of 
over 25 years it has been all too com- 
mon and too distressing to find that 
business men generally accept the 
so-called physical inventory as the 
basis for adjustments to book inven- 
tory rather than making the com- 
parisons the other way around. 

Perhaps I am incurably a book- 
keeper or hopelessly old-fashioned, 
but where I know the turnover to be 
3.2 and where I know the mark-up to 
be 16.7 as a matter of well-established 
historical averages then I shall not 
readily accept a physical inventory 
that surprises me with a turnover of 
3.9 and a mark-up of 18.3. Such a 
discrepancy will cause me to suspect 
the physical inventory, both as to the 
accuracy of the physical counts and 
as to the accuracy of the average cost 
prices used in pricing. 


A WASTE OF MANPOWER 


What I have said so far may seem 
trite and quite axiomatic. That is 
not altogether true, however, because 
only recently the Securities and Ex- 
change Commission has laid great 
emphasis upon the physical inspec- 
tion of inventories by accountants. 
Everyone who engages in our haz- 
ardous and trying profession has 
many reasons for gray hairs, but I 
know of nothing that has so affronted 
my accounting conservatism as the 
requirement of the Securities and 
Exchange Commission that public ac- 
countants must physically observe the 
taking of inventories. Had I been 
told twenty years ago or ten years ago 
that such a rule would be established 
I would have denied the possibility 
of any such evolution of my profes- 
sion. It is absurd and ridiculous be- 
yond measure that accountants should 
undertake to physically observe and 
take responsibility for the mechan- 
ical acts of others in the taking of 
inventories. The function of the 


trained accountant is to prove the 
inventory by accounting tests as to 
turnover and mark-up, not to waste 
time in aimless strolling about on 
factory floors watching mechanical 
counts. In times of peace and of 
great prosperity there may be no 
great harm in using the money of 
clients in this manner, although even 
that is debatable from every instinct 
of an auditor of Scotch descent. But 
certainly in times of war, when man- 
power is at a premium and when costs 
are to be closely watched in the pub- 
lic interest, then it seems nothing less 
than damnable that a government re- 
quirement this very December should 
waste thousands of days of time in 
the fruitless observation represented 
by trained accountants stamping 
about on a factory floor watching 
counts and wondering as to the con- 
tents of packages and cartons! Of 
course my firm will engage in that 
activity, because my firm is compelled 
to do so. Of course my clients will 
pay for that activity, because my 
clients must pay for this work or else 
their financial statements will not be 
approved at Philadelphia. Neverthe- 
less the gesture persists in time of 
war, much to the irritation of those 
who know what it is to make an in- 
ventory valuation. 

I have no remedy to suggest at 
this time. This phantasy must run 
its course, and will do so, because 
sooner or later the public accountants 
will frankly admit that they only oc- 
casion economic loss and waste by 
this absurd physical observance of 
the physical inventory. Or else we 
shall go to the other, and logical, con- 
clusion that the accountant should 
also be an engineer and should know 
enough about materials and factory 
processes, including packaging, to 
give the physical observance real form 
and meaning. Certainly not in this 
time of war will accountants become 
engineers sufficiently to make their 
physical observation of inventories of 
any consequence to anyone. 

The basic problems of the valu- 
ation of inventories are not new and 
there is no new message to bring you 
in 1942 on this subject. Back in 1912, 
to my own certain knowledge, we 
were studying inventory turnovers 
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and inventory mark-ups and were 
making judgments and considered 
Opinions on inventory valuations. 
That is still today the most important 
part of the annual closing of accounts. 

Of course, there are a number of 
new matters which deserve some at- 
tention now, because of our national 
custom of changing our tax laws an- 
nually, not only as to rates but as to 
many minute details of administra- 
tion. If the war continues long 
enough, we may come to the point 
where we will stop tinkering with 
tax laws and pass Revenue Acts for 
the purpose of increasing rates and 
not for the purpose of bedeviling each 
and every soul that has to do with 
accounting or annual reports. We 
have not yet arrived at that desperate 
stage and we are therefore now en- 
gaged, you and I, in our annual re- 
view of revenue legislation to see in 
what respects a merciful Congress 
has further bedeviled many account- 
ing problems. There will be time 
enough left for us to consider some 
of these matters. 


DEFINING LAsT IN-First OuT 


The principal change in legislation 
with regard to the valuation of in- 
ventories has to do with the last in- 
first out method. At the risk of be- 
ing pedantic I venture to suggest that 
we all need to get before us a good 
definition of the last in-first out 
method of inventory. The best short 
discussion that I have seen recently 
is that contained in Mertens’ “Law 
of Federal Income Taxation,’ Vol- 
ume 2, Paragraph 16.39: 


“The usual rule with respect to inter- 
mingled goods is that cost is calculated 
under the ‘first in-first out’ method, i.e., 
the goods on hand are deemed to be those 
most recently purchased. Under this 
method of accounting a period of rising 
prices will show large profits because 
goods which have been purchased at 
low price levels are now being sold at 
much higher prices. At the same time, 
the taxpayer’s stock must be replenished 
at the prevailing high prices and losses 
will thus be incurred when prices go 
down. 

“In certain industries it is necessary 
that large fixed stocks be maintained at 
all times, which must be immediately re- 
placed as they are used up. In such in- 
dustries conservative business men, de- 
siring to avoid great fluctuations in in- 
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come in such periods, employ the ‘base 
stock’ principle of determining a base or 
normal stock, changes in the value of 
which are not reflected in income. This 
may be accomplished by valuing such 
‘normal’ inventory at a constant price, by 
setting up reserves to absorb fluctuations 
in inventory values, or by applying the 
‘last in-first out’ method of treating those 
goods on hand as the earliest rather than 
the most recent purchases and determin- 
ing cost of goods sold as far as possible 
on the basis of their most recent pur- 
chases. 

“The base stock principle was specifi- 
cally rejected by the Treasury Depart- 
ment and by the Supreme Court on the 
grounds that this method of accounting 
did not properly reflect income, did not 
conform with the general or best account- 
ing methods, and was apparently obsolete. 

“In response to pleas of taxpayers, Con- 
gress, in the Revenue Act of 1938, 
granted permission to certain industries 
to compute their inventories on the ‘last 
in-first out’ basis. Under the 1939 Act 
this permission was extended as an op- 
tional method to all taxpayers who ap- 
ply for it and use it consistently, regard- 
less of the business in which the taxpayer 
is engaged. 

“The 1938 Act, permitting taxpayers 
to use the ‘last in-first out’ method of 
calculating the value of inventories, was 
restricted to tanners, producers and proc- 
essors of certain nonferrous metals. This 
act was limited not only to certain indus- 
tries but also to the type of goods that 
might be included in such inventories. 

“In the 1939 Act the option was ex- 
tended to all taxpayers who apply for it 
and use it consistently, regardless of the 
business in which the taxpayer is engaged 
and irrespective of the type of goods in- 
volved, so long as these goods were speci- 
fied in the required application to the 
Commissioner. 

“The general purposes of these acts 
were three; first, to reaffirm the broad 
grant of power to the Commissioner to 
make binding regulations concerning in- 
ventories; second, to require such inven- 
tories to be valued in accordance with the 
provisions of such regulations; and third, 
to grant to taxpayers the privilege of 
electing to use a fully described method 
of valuation with respect to a clearly de- 
fined portion of his inventory, i.e., to lift 
a portion of his inventory from the con- 
trol of Section 22 (c) of the Code and 
the regulations thereunder without in any 
way affecting the remainder of the inven- 
tory. The method introduced by this new 
provision is to treat the goods remaining 
on hand at the close of the taxable year, 
for the purposes of determining the cost 
of those sold during the year, as being, 
first, those included in the opening in- 
ventory of the taxable year in the order 
of acquisition of the goods to the extent 
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of the goods so included, and second, 
those acquired in the taxable year. When 
this method is used the inventory must 
be taken at cost. The goods in the open- 
ing inventory of the first taxable year in 
which the method is used for tax pur- 
poses (which is the closing inventory of 
the previous -year) must be considered 
to have been acquired at the same time, 
and their cost is to be ascertained by 
averaging their cost. 

“In order to obtain the benefits of the 
section, the taxpayer must specify the 
goods with respect to which the method 
is to be used. He must show that dur- 
ing the period for which the method is 
to.be used for tax purposes, he has used 
no other method for certain business pur- 
poses, such as income statements, applica- 
tion for bank loans and reports to share- 
holders, but the taxpayer may use this 
method notwithstanding that he is on the 
accrual basis. It is further provided that 
in determining income for the taxable 
year preceding the taxable year for which 
such method is first used, the closing in- 
ventory of such preceding year of the 
goods specified in such application shall 
be at cost.” 


What has been said by Mertens 
remains untouched by the recent 
Revenue Act. The only changes in 
the October legislation are two so- 
called relief provisions. Section 118 
of the Revenue Act of 1942 per- 
mits companies which have adopted 
“Lifo” to use that method in their 
annual reports without requiring that 
the method shall be used in monthly 
or quarterly interim reports. The 
varying necessity for such relief 
would seem to indicate that “Lifo” 
rests upon a somewhat artificial basis, 
because otherwise any concern that 
has adopted the last in-first out 
method would very likely use that 
method in its daily or weekly or 
monthly interim reports quite as much 
as in its annual reports. Therefore my 
own reaction to Section 118 is that 
“Lifo” is a form of tax avoidance 
rather than a genuine tool of busi- 
ness administration. This point of 
view of my own is somewhat 
strengthened, in my opinion, by the 
next section, Section 119, which sets 
out a method of relief to those using 
the last in-first out method where 
there has been an involuntary liqui- 
dation and replacement of inventory 
because of wartime limitations or 
curtailments or other necessities. 

Now I am perfectly willing to ad- 


mit that those of our clients who use 
the last in-first out method are pro- 
tected both by Section 118 and Sec- 
tion 119, and such clients will be 
grateful to Congress for those amend- 
ments as contained in the Revenue 
Act of 1942. But the necessity for 
such amendments is indicative of 
the somewhat artificial character of 
the last in-first out method of inven- 
tory valuation. 

Many years ago, I was among the 
accountants who strongly urged that 
manufacturers should adopt and use 
the base stock method of inventories. 
The celebrated case of Lucas vs. Kan- 
sas City Structural Steel Company, 
decided by the United States Su- 
preme Court in 1930, very largely 
discounted the possibility of using 
the base stock method. The last in- 
first out method has been authorized 
by the Congress on the recommenda- 
tion of the Treasury Department as 
the legal substitute for the outlawed 
base stock method. 

On occasion our firm has recom- 
mended that particular clients adopt 
the last in-first out method. We 
have, insisted, however, that the 
method be adopted not only for pur- 
poses of annual closing or income 
tax returns but that it be adopted as 
a management tool for daily use 
throughout the entire fiscal year. The 
1938 Revenue Act so provided. The 
1939 Revenue Act permitted the use 
of the last in-first out method on 
part of the inventory. The 1942 
Revenue Act now permits the use of 
the last in-first out method on part 
of the inventory at annual closing 
time only. From my professional 
point of view this makes “confusion 
more confounded.” When I look at 
a published balance sheet today | 
do not know what is meant by the 
phrase which recites that the ac- 
counts have been consistently main- 
tained from year to year. 

The very basis for accounting lies 
in the valuation of inventories. If 
the method of valuation of inven- 
tories is to be changed by classes ot 
by types and kinds of products, then 
I fear that we shall need many long 
series of explanatory footnotes when- 
ever we attempt to read a balance 
sheet or income statement. 
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Permit me to enter a strong plea 
at this point that a company adopt a 
method of inventory valuation for 
all of its products, and adhere to it 
year after year, and use that method 
not only in annual closings but in all 
management reports throughout the 
year. Or else that each and every 
exception be set out as an exception 
so clearly and openly that he who 
runs may read. The brains of the 
accountant are much more needed on 
this phase of accounting than they 
are in the aimless physical observ- 
ance of the physical taking of inven- 
tories. 

The presence of Sections 118 and 
119 in the Revenue Act of 1942 may 
suggest that the Treasury Depart- 
ment is taking a moderate and con- 
ciliatory attitude towards the use of 
the last in-first out method. Too 
much should not be presumed along 
these lines. There is every evidence 
that the instructions of Internal Rev- 
enue examiners are quite otherwise. 
Concerns which have adopted the 
last in-first out method may expect 
rigid questioning and the applica- 
tion of dogmatic rules. 


DoGMATIC RULINGS ON “LIFO”’ 


I can cite two illustrations from 
our own practice, and I have reason 
to suppose that these illustrations 
are not mere exceptions. In one case 
a client had been selling coffee in 
cans, and because of war conditions 
was compelled to sell coffee in pa- 
per packages. While it was the same 
grade and kind of coffee under the 
same trade-mark, the Internal Rev- 
enue examiner nevertheless saw fit to 
say that the item had changed and 
that the last in-first out rule could 
not be used on the changed item. It 
would seem that some income tax 
examiners have as literal a mental 
make-up as some controllers! 

Another case which may not be 
extreme or exceptional arises where 
there has been a change in the grad- 
ing of the product. For example, the 
paper industry has been requested by 
the War Production Board to aban- 
don certain old classifications of 
methods on grading and to establish 
new methods. It is my understand- 
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ing that the Internal Revenue ex- 
aminers may question the continuity 
of the last in-first out method where 
the grading has been changed. This 
matter of grading may be of very 
considerable importance to those who 
use the last in-first out method, as 
for example in the meat packing in- 
dustry, where government inspectors 
now watch daily to prevent what is 
called up-grading—with the result 
that many packers are compelled to 
abandon certain established grades. 
Rigidly applied, the last in-first out 
method requires that there shall be 
continuity, and that where there is 
not continuity there shall then be a 
new application of: current prices. 
This feature of the first in-last out 
method may prove to be quite dis- 
advantageous under the projected 
concentration of industry. 

I hasten to correct any impression 
that I am opposed to the last in-first 
out method it is the legitimate suc- 
cessor to the base stock method, and 
can be and should be used, in my 
judgment, on products which can be 
expected to retain their type and 
grade and physical condition un- 
changed year after year. There are 
such products, particularly in the 
food and packing industries. Those 
of us engaged in paper manufactur- 
ing and distribution thought that 
there were such products in the paper 
trade. The last in-first out method is 
not successfully applicable where 
fashions change, or packing changes, 
or grades change because the last in- 
first out method requires a conti- 
nuity of unchanged types and kinds 
of products in order to be successful. 
Where the same goods of the same 
classes and kinds are manufactured 
and sold year after year, there are 
very good reasons for the adoption 
and use of the last in-first out 
method. 


PRICE TRENDS MAKE LIFO Goop 
OR BAD 


No man is prophet enough to 
know whether there has been any 
actual tax-saving because of the adop- 
tion or nonadoption of the last in- 
first out method. During a period 
when the price of goods rises it is 
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obviously more conservative to value 
on the last in-first out basis. After 
awhile the price of goods may stop 
rising and may have sharp declines. 
At that time inventories may con- 
tinue to be valued on the last in-first 
out basis at prices which are beyond 
and above the then current market 
prices. Just now it delights my con- 
servative soul to note that the last in- 
first out method results in more con- 
servative valuations. Two or three 
years from now there may be drastic 
declines in prices, and then I know 
I will be horrified and seriously af- 
fronted if inventories under the last 
in-first out method reflect values 
which are way up and over the then 
current market prices. As a con- 
servative I can accept the last in-first 
out method now not only for income 
tax returns but also for credit state- 
ments to be used by bankers and 
others. Presumably I shall be man 
enough to stand by the last in-first 
out method in a period of falling 
prices, even although the balance 
sheet then produced shows inventory 
values far above liquidation levels. 
Or perhaps my conservatism will 
lead me to repudiate the last in-first 
out method in any period of drastic 
decline of prices. Presumably the 
Bureau of Internal Revenue will in- 
sist on consistency during that period 
of declining prices. 


EVALUATING FROZEN INVENTORIES 


A man would be a prophet indeed 
if he could know when prices would 
stop climbing and start falling. The 
pendulum has always swung back- 
wards and forwards, up and down. 
If we have inflation, the last in-first 
out method will have its virtues for 
years to come, but if we experience 
deflation and depression the last in- 
first out method will result in dis- 
torted balance sheets and high taxes 
hard to bear. It is for these economic 
reasons that our firm has advised the 
adoption of the last in-first out 
method only in the case of clients 
having very high turnovers in all 
classes of their goods. 

War conditions bring about their 
own problems of inventory valuation. 
Many of us are faced today with the 
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problem of the valuation of frozen 
inventories. For example, we num- 
ber among our clients a manufacturer 
of kitchen utensils who has on hand 
a quantity of strip steel. This is a 
frozen item; it cannot be marketed. 
The government has its own corpo- 
ration for the purpose of buying any 
such inventory items at salvage prices, 
so the pricing of such frozen items 
is aproblem. The strip steel, to con- 
tinue our illustration, is worth its 
cost and more if limitations and cur- 
tailments are lifted. even as to re- 
pair items, but it is worth only sal- 
vage if the government is to take 
over the strip steel at salvage prices. 
The obvious thing would seem to be 
to value the strip steel at salvage 
prices and to take the loss into the 
current income statement. I hazard 
‘ the guess that the Bureau of Internal 
Revenue would approve such pro- 
cedure if the question were before 
the Bureau as of today. 

Fortunately or unfortunately such 
questions come before the Bureau 
two or three years after the happen- 
ing of the event. That is to say, the 
closing entry decided upon on De- 
cember 31, 1942, becomes part of a 
tax return on March 15, 1943, and is 
commented upon in the report of the 
internal revenue examiner in, let us 
say, 1946. You and I and even the 
internal revenue examiner may ap- 
preciate the force of war conditions 
in 1942, but in 1946 there may be 
other attitudes and psychologies and 
philosophies. There will be the pic- 
ture in the mind of the internal rev- 
enue examiner in 1946 as to this 
strip steel valuation at salvage prices. 
If the government did take the strip 
steel in 1944 at salvage prices that 
would be one picture. But if the war 
ended in 1944, and the limitations 
and curtailments were removed, and 
the strip steel was actually used very 
profitably in 1944 manufacturing, 
then the internal revenue examiner 
will have all those profits in his mind 
when he writes his report in 1946. 

Every controller knows that that 
is not a fanciful presentation. We 
all know that the internal revenue 
examiners are guided in their re- 
ports, not by the actual happenings 
of the actual year under review, but 
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by those of the two or three follow- 
ing years. It has at times occurred 
to me that my audits would be much 
more brilliant if I could make them 
two or three years after the time 
when I do present them. 


CEILINGS SPUR OBSOLESCENCE 


The controller and the profes- 
sional accountant should get their 
heads together on inventory values 
as affected by limitation and curtail- 
ment orders of the War Production 
Board, and as affected by the price 
ceilings established through the Of- 
fice of Price Administration. Of 
course, I preach and practice the doc- 
trine of conservatism on prices. 
When in doubt as to two prices take 
the lower price. Keep right on do- 
ing that item by item, year after year 
and then you will be surprised to find 
how many times you have priced too 
high and in how few cases you have 
priced too low. The fact that goods 
are curtailed or limited is in itself a 
dramatic and forceful reason for the 
candid consideration of obsolescence. 
A price ceiling can only mean a slow- 
ing down of turnover, and a slowing 
down of turnover can only mean the 
necessity for increased provisions for 
obsolescence. Where there are cur- 
tailments and where there are price 
ceilings there should be conservative 
pricing. 

Finally, one is tempted to say at 
least something as to provision for 
inventory contingencies. Many of us 
are engaged in that highly prob- 
lematical field known as the renegoti- 
ation of war contracts. Of course, 
there have been extreme cases of 
profiteering but sometimes it has 
seemed rather too bad that all citi- 
zens should have one leg taken off 
so that no thief might run away. At 
any rate we have the actualities of 
renegotiation of war contracts. We 
are told that we must compare the 
profits of 1942 with the profits of 
the base period from 1937 to 1940, 
inclusive. God grant that we have 
had consistent methods of inventory 
valuation during all such years! Well, 
perhaps we have not. We yearn for 
a reserve for contingencies in in- 
ventory valuations. 








Accountants of good repute differ 
widely in their opinions as to con- 
tingency reserves. My age and the 
hardening of my mental arteries 
makes it impossible for me to create 
a contingency reserve out of any- 
thing but earned surplus. The fact 
that the reserve is for contingencies 
is to my mind an indication that the 
reserve is part of the surplus, be- 
cause that is what surplus is. Some 
accountants differ with my thinking 
and differ very emphatically. They 
contend that a reserve for probable 
decline in inventory values is a 
proper charge against cost of sales. 
Well, I do not agree with that. I do 
agree that there should be reserves 
for contingencies, ear-marked in the 
surplus accounting so that investor 
and manager alike may realize that 
the values assigned to inventories to- 
day are problematic. 

The value of inventories is always 
a matter of opinion even in calm and 
settled times. Today more than ever 
the valuation of inventories is the 
best guess of the man who guesses 
last. Where Frazer and Torbet con- 
duct the audit we make the last guess 
and hope and pray that we may be 
nearly right. Certainly there is need 
for reserves for contingencies, and 
most emphatically such provisions 
should be included in computing so- 
called excessive profits in the rene- 
gotiation of war contracts. Every day 
is a new day for the professional ac- 
countant, and five years from now I 
shall be happy to tell you just how 
far contingency inventory reserves 
have been allowed in the renegoti- 
ation of war contracts. However, 
the claim is both valid and necessary, 
and I trust that all of us will have 
proper courage in asserting that cost- 
ings of war contracts include rea- 
sonable provisions for future shrink- 
ages in inventory values. 

Having touched somewhat cas- 
ually, if not cavalierly, upon the cur- 
rent fashions in inventory matters 
permit me to end my homily as I 
began it. The valuation of inven- 
tories is an accounting function in 
the proper computation of the ratio 
of turnovers to mark-ups. That func- 
tion is not satisfied by aimless phys- 


(Please turn to page 79) 
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The idea is being advanced here 
and there that the world is about to 
witness the beginning of an ‘“Ameri- 
can Century.” Most of these expres- 
sions seem to indicate that this cen- 
tury will be an imperialistic one and 
that we are assisting at the birth of 
the American empire. 

Impressive as our military machine 
may be after this war, our industrial 
machine will be even more so. We 
can have an American Century—but 
it need not be one of imperialism. It 
can go down in history as the greatest 
period of satisfying human wants. 

We-do not need to go back to 1900, 
or even to 1914, to show how greatly 
the American industrial machine has 
grown. 

It took the natural rubber industry 
25 years to get up to a production of 
800,000 tons a year, and we non- 
chalantly expect the synthetic rubber 
industry to produce in two years at 
the rate of a million toms a year! 
Aluminum production in 1942 will 
be seven times as large as in 1939, 
after 50 years of development. Mag- 
nesium, after 24 years of develop- 
ment up to 1939, will be increased 
100 times that year’s production in 
1943, In the plastics industry in 1939 
we produced 106,000 tons, which we 
increased in 1941 to 197,000 tons. 
Toluol has gone from 30 million gal- 
lons in 1939 to an estimated 100 
million gallons plus in 1942. In the 
same two years ethyl alcohol has 
jumped from 100 million gallons to 
193 million, and will be much higher 
in 1942. Similar increases have taken 
place in formaldehyde, nitric acid, sul- 
furic acid, chlorine, and other materi- 
als too numerous to mention. 

Added to these illustrations, taken 
largely from the chemical industry be- 
cause of familiarity, we all realize 
what has been accomplished in ship- 
building, in the airplane industry, the 
machine tool plants, and all the others 


Chemical Progress Points the Way 
to Better Living After the War 


By Francis J. Curtis 


which go to build up the enormous 
production now just beginning to 
come into flower in this country. 
What is the future of this great ma- 
chine which we have built ? 

We have in this country in petro- 
leum a great storehouse of new prod- 
ucts. Everyone is conscious of the 
fact that in 1914 Germany stood pre- 
eminent in the field of industrial 
chemistry. This preeminence was con- 
fined entirely to the aromatic coal-tar 
field. By the time of the second 
World War, America was not only 
the equal of Germany in the coal-tar 
field, but by means of petroleum had 
developed a whole new area of ali- 
phatic chemistry. 

Here is what Germany has to do to 
obtain gasoline. Coal must be con- 
verted into coke and then into carbon 
monoxide and hydrogen. These two 
gases, after purification, must be 
passed through catalysts at high tem- 
perature and pressure, involving great 
and expensive plants, where they 
combine to make a crude oil which 
has the magnificent octane rating of 
40. In order to get even a passable 





motor fuel it is necessary to recrack 
and convert a fair share of the hard- 
won oil back to gas. Our petroleum 
reserves free us from so roundabout 
a method and enable us to produce 
the largest quantities of high octane 
gasoline in history. As a matter of 
fact, after the war we shall see 100 to 
120 octane gasoline revolutionizing 
transportation both in the air and on 
the ground. 

Gases formerly wasted now make 
some of the best grades of gasoline. 
New chemicals added to oils make 
them pour easily at temperatures at 
which they ordinarily would be sol- 
ids. Other chemicals enable lubricants 
to carry what formerly were consid- 
ered impossible loads. Still others im- 
prove stability of the oils, so much so 
that sludge formation and corrosion 
are virtually eliminated. 

From some of the heretofore waste 
gases of the petroleum industry there 
has grown up a huge chemical indus- 
try, producing from bases like ethy]l- 
ene a whole family of chemical com- 
pounds which were formerly curiosi- 

(Please turn to page 66) 








A BETTER WORLD AFTER THE WAR— 


—and Industry, not politics, will create it! Much of the crea- 
tive work already has been done, and our war effort is profiting 
by research and development that will be the foundation of a 
bigger, better American Standard of Living when peace returns. 
The 100 octane gasoline that now propels our fighting planes 
and escort vessels will drive our post-war cars for unbelievable 
miles per gallon. Synthetic rubber production leaps to a million 
tons a year, magnesium a hundred-fold in four years. Plastic 
impregnated paper has five times the tensile strength of wood. 
Textiles are made from wood, with a waterproof, soilproof sur- 
face. And the chemistry of medicine has only just begun. 

Francis J. Curtis, Director of Development of the Monsanto 
Chemical Company, told the inspiring story of chemical progress 
to the members of the St. Louis Control at its October meeting. 
His paper is published here, to assure it the wider audience it 
deserves among the business leaders of America. 


—THE EDITOR 
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Brief Items from Here and There of In 








OPA Bulletin Describes Point 
Rationing System 

The new point-rationing system for 
processed foods is explained, from the 
retailer’s point of view, in OPA’s “Retail 
Bulletin No. 14.” It explains the seller’s 
side of the rationing picture, giving de- 
tailed information about point values, 
stamp values, transaction procedures, pur- 
chasing of rationed articles for resale, and 
the like. 

Members of The Institute who desire 
copies of this bulletin may obtain them 
from their OPA regional offices. They 
will not be available at the Washington 
headquarters. 


Urges Special Unemployment 
Provision for War Workers 


Special legislation to provide unemploy- 
ment insurance to war workers—as dis- 
tinguished from persons in normal pro- 
ductive activities—is advocated by the Na- 
tional Metal Trades Association, on the 
grounds that many of the newly employed 
workers are not ordinarily a part of the 
labor market and should not, at the end 
of the war, be entitled to the same pro- 
tection afforded the ordinary employee. 

In its “Unemployment Compensation 
Bulletin” of January, 1943, the Associ- 
ation cites the case of a factory built ex- 
clusively for war production purposes. 
“A year ago the employing unit did not 
exist,” the author states, “but today it 
has a considerable number of persons on 
the payroll, each qualifying for potential 
unemployment benefits. At the end of 
the war, it is expected, this plant will 
shut down entirely and all the employees 
will be laid off for lack of work. Should 
this happen, each such person would 
draw unemployment benefits at about 
half-pay for about 20 weeks. This will 
represent a drain on the unemployment 
fund of about 20 per cent. of the factory’s 
annual payroll. Since normal contribu- 
tions are at the rate of 2.7 per cent. of 
the annual payroll, about seven and one- 
half years of contribution experience 
would be required if the cost of unem- 
ployment is to be borne by the institution 
which causes it. Of course, this is an 
exaggerated case, but to some degree it is 
typical of a majority of the organizations 
now engaged in war work. 

“Owing to the indeterminate length of 
the war, it would seem practical to de- 
velop means whereby many strictly war 





ANOTHER ANNUAL REPORT 
BEARS CONTROLLER'S SIGNATURE 


Another annual report has come 
to hand which contains a special 
statement, over his signature, by the 
person performing the duties of the 
controller. It is the report of the Il- 
linois Bell Telephone Company, of 
Chicago. Following the report of the 
president, a page-is devoted to a 
statement over the signature of Mr. 
A. D. Grote, general auditor (a posi- 
tion which corresponds to that of 
controller quite generally in tele- 
phone companies), which is devoted 
to a comment on the system of ac- 
counts used by the company. 

Further, Mr. Grote’s signature is 
appended to the Balance Sheet, and 
to the Income Statement. 











industries could be required to pay sub- 
stantially increased contributions to the 
unemployment fund until they have con- 
tributed, over and above current drains, 
an amount reasonably close to the sum 
which would be paid to their employees 
in the event of an immediate shut-down 
upon armistice. 

“From the standpoint of the industry, 
stepped-up contribution rates would not 
be seriously objectionable, as the oper- 
ating funds are not too severely restricted. 
From the standpoint of the public treas- 
ury, such increased contribution rates 
would lessen Treasury Department financ- 
ing troubles. From the standpoint of 
peacetime industries, such increased im- 
mediate contributions would represent a 
measure of justice, and the individual em- 
ployee would have a sounder assurance 
that benefits would materialize.” 


CMP Allotments on Quarterly 
Instead of Monthly Basis 


The number of accounting entries un- 
der the Controlled Materials Plan will be 
reduced by two-thirds, War Production 
Board officials believe, because of an 
amendment to the plan whereby allot- 
ments of critical materials will be made 
on a quarterly instead of a monthly basis. 
Under the new program, announced Feb- 
ruary 1, the total number of programs for 
which accounts will be required has also 
been reduced to fewer than 100 from 
several times that number. 





Closed-End Investment Comp 
May Repurchase Own Securities 

The Securities and Exchange Commission 
has announced a revision of Rule N-23C-1 
of the General Rules and Regulations under 
the Investment Company Act of 1940, re- 
lating to the repurchase of their own out- 
standing securities by closed-end investment 
companies registered under the Act. Under 
the revised rule, such companies may re- 
purchase listed securities without dealing 
through a securities exchange, and junior 
securities may be repurchased if the senior 
securities have a prescribed asset coverage 
immediately after such purchase. The re- 
vised rule does not permit repurchase of 
stock bearing cumulative dividends if such 
dividends are in arrears. If the stock is not 
entitled to cumulative dividends, at least 
90 per cent. of the net income of the is- 
suer for the past full fiscal year must have 
been distributed to the issuer’s security hold- 
ers. 


Conference on Manpower Utilization 
Held in Chicago 


Key executives of the War Manpower 
Commission participated with leading 
business managers in the Conference on 
Manpower Utilization, sponsored by the 
American Management Association, and 
held February 10 to 12 at the Palmer 
House, Chicago. Paul V. McNutt, chair- 
man of the Commission, was the speaker 
at the dinner held on the opening night, 
making what AMA officials termed ‘the 
most important statement yet addressed 
to personnel executives.” L. A. Appley, 
executive director of the Commission, 
who is also vice-president of the Person- 
nel Division of the American Management 
Association, was another opening speaker. 

Other Government representatives in- 
cluded: William Haber, director of the 
Bureau of Program Planning and Review; 
Glenn E. Brockway, assistant director of 
the Bureau of Placement, and Brigidier 
William C. Rose, chief of the Division of 
Manning Tables, all of the War Man- 
power Commission, as well as Katherine 
Lenroot, director of the Children’s Bu- 
reau of the United States Department of 
Labor; Harold J. Ruttenberg, assistant to 
the director of the Steel Division of the 
WPB; Michael Kane of the Training 
Within Industry Staff of WMC, and 
Harry Shulman, administrative associate 
member of the National War Labor 
Board. 

An entire session was given over to 
problems caused by employment of 
women workers. 
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Tons of Paper Clips Are Thrown 
Away Annually by Business 


Controllers and office managers who 
are worried by the shortage of paper 
clips might find a partial solution in the 
fact that an equal worry bothering the 
manufacturers of paperboard is the huge 
quantity of paper clips, pins and other 
bits of valuable metal still affixed to the 
paper salvaged from office wastebaskets. 
One paperboard mill alone has carted 
away as much as 500 pounds of such 
metal in a single week. 

The sad thing about it, papermakers 
say, is that they have no way to save 
these war-precious pins and clips from 
rusting. The papermaking machines run 
five days and nights without stopping, 
so by the time the “settling troughs” are 
emptied the metal is too rusted and cor- 
roded to salvage. 

If the men who make paper board had 
their way, no mail or other papers would 
be thrown into office wastebaskets until 
clips and pins had. been removed. The to- 
tal saving, they estimate, would supply 
industry’s current needs for a long period 
of time. 


Field Offices To Answer Questions 
Concerning Limitation Order 


Merchants covered by the War Produc- 
tion Board’s consumers’ goods inventory 
Limitation Order (L-219) should study 
the order carefully and obtain explanatory 
material which answers most of the prob- 
lems that might arise, according to Eaton 
V. W. Read, Chief of the Consumer Goods 
Branch of the Wholesale and Retail Divi- 
sion of WPB, the Office of War Informa- 
tion announces. 

“Don’t rush to Washington to get in- 
terpretations of the order,” Mr. Read said. 
“The capital already is congested. Trans- 
portation facilities are at a premium. Rail- 
road cars are needed to transport troops 
and war materials.” 

The WPB, he said, is holding special 
clinics for its field men and is giving 
them detailed information to clear up 
most of the questions that are being asked. 
Merchants in doubt about their status 
or about technical phases of the order are 
urged by this announcement to utilize the 
facilities of their nearest field office. In 
most cases, he said, the field office will be 
able to give them the answers. Merchants 
also are asked not to telephone Wash- 
ington because the lines are already over- 
burdened with military and other calls. 





Distribution Division Set Up 
by Department of Commerce 


Dr. Walter F. Crowder has been ap- 
pointed chief of the new Distribution Di- 
vision of the U. S. Department of Com- 
merce, organized to take over the func- 
tions and staff of the Business Structure 
and Operations Unit. The action was 
planned to give added importance to the 
work which the Department has been do- 
ing over the past two years in solving 
the problems of the wholesale, retail and 
service trades, 

“The job of distributing essential civil- 
ian goods is a vital part of the war effort, 
and the trades engaged in this task have 
a heavy responsibility,” the Department 
announcement declared. “The manufactur- 
ing segment of the economy already has 
been converted to war work, but the 
trades and services face a difficult period 
as the domestic economy is put on a com- 
plete war basis. Their function is essen- 
tial, but along with every other civilian 
activity, it must be adjusted to the re- 
quirements of total war.” 


War Department Official Urges 
Raise in Renegotiation Limit 

Robert P. Patterson, Undersecretary of 
War, has recommended that contracts 
and subcontracts totaling up to $500,000 
be exempted from renegotiation, as com- 
pared with the present figure of $100,000. 
Addressing the Hatch subcommittee of 
the Senate, he said that the most serious 
administrative problem for the renegotia- 
tion agencies of the War Department 
was presented by the subcontracts which 
were subject to resurvey under the law. 

Reduced prices secured through the 
renegotiation process are more important 
than the actual cash refunds made, accord- 
ing to James W. Forrestal, Undersecre- 
tary of the Navy, who told the same legis- 
lative group that renegotiations have ac- 
complished refunds and price reductions 
of $717,000,000, of which $518,000,000 
was in reduced prices. 


Commercial Department to Coordinate 
Surveys and Questionnaires 

Howard H. McClure has been ap- 
pointed assistant to the Secretary of Com- 
merce with the responsibility of eliminat- 
ing unnecessary forms and questionnaires, 
and has been given general direction of 
a broad statistical program for the de- 
partment. 

In his announcement of the appoint- 
ment, Secretary Jones declared: ‘Both 
the government and industry need ade- 


quate information more than ever dur- 
ing the great emergency that now con- 
fronts the nation. However, that obvious 
fact does not excuse the wholesale broad- 
casting of questionnaires, some of which 
are so complicated as to be difficult to 
understand. 

“Since the Department of Commerce, 
which includes the Bureau of the Cen- 
sus, is the largest statistics-collecting 
agency of the government, we feel that 
we can make a definite contribution to- 
ward lightening the burden on industry 
and at the same time make the statistics 
collected by the department more useful 
and valuable both to government agencies 
and to industry. 

“Mr. McClure will seek to coordinate 
and centralize all major statistical sur- 
veys and inquiries concerning factual eco- 
nomic and social data undertaken by or 
through agencies of the Department of 
Commerce.” 

Six WPB Divisions Shifted 

Naming the act a step to “compose a 
difference of opinion,’ Donald Nelson, 
Chairman of the War Production Board, 
has shifted six important divisions of 
WPB from the control of Vice-Chairman 
Eberstadt to Vice-Chairman Wilson. The 
divisions affected are: the Facilities Bu- 
reau, in charge of new construction; the 
Aluminum and Magnesium Division; the 
Machine Tool Division, the Automotive 
and Safety Division, and the divisions in 
charge of general industrial equipment 
and technical supply. 

Previously Mr. Eberstadt has had ad- 
ministrative control of most of WPB, in 
addition to his policy-making job of 
controlling distribution of basic materials 
through the Controlled Materials Plan. 
It was indicated that the “difference of 
opinion” involved CMP and its effect 
upon critical common components, such 
as valves, heat exchangers and the like. 


Banks Appoint New Controllers 

A roster of new controllers appointed 
recently by banks, published by the Na- 
tional Association of Bank Auditors and 
Controllers in the February issue of the 
“National Auditgram,” includes the fol- 
lowing names: William D. Pike, Under- 
writers Trust Company, New York; James 
J. Roach, Port Chester Savings Bank, 
Port Chester, N. Y., who was also elected 
vice-president; Walter Lepene, Lorain 
Street Bank, Cleveland; R. L. Carlson, 
Iowa-Des Moines National Bank & Trust 
Company, Des Moines, and Odell O. 
Rogers, First National Bank, Shreveport, 
La. 
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ties on a laboratory shelf. The ethy]l- 
ene glycol which you use as anti- 
freeze in your automobile is a mem- 
ber of this family. Huge quantities 
of ethyl alcohol, formerly produced 
by fermentation of molasses and corn, 
are produced from the same versatile 
parent. The expansion of this indus- 
try based on ethylene has been one 
of the great wonders of the period be- 
tween the wars. Another material, 
acetylene, which can be produced 


from petroleum raw materials, holds , 


promise in the future of becoming 
father of as numerous a progeny. 

One of the important by-products 
of these synthetic organics is synthetic 
rubber. In speaking of synthetic rub- 
ber it should be realized that it is not 
rubber at all, and, furthermore, is 
not one product. There is a whole 
family of synthetic rubbers, all of 
which resemble natural rubber in gen- 
eral properties but many of which are 
superior to it in particular ones. 

Buna S, which will account for the 
greater portion of our new synthetic 
production, is made from two prime 
raw materials, butadiene and styrene, 
both of which are closely allied to our 
petroleum industry. Butadiene is pro- 
duced directly from petroleum by 
cracking or by synthesis from some 
of the petroleum by-products. It also 
can be produced from alcohol, or 
acetylene, or corn, or benzene. Sty- 
rene, on the other hand, is made from 
the same ethylene which we men- 
tioned before, plus benzene from the 
coal-tar industry. When butadiene 
and styrene are combined under the 
proper conditions a latex is formed, 
much like that of rubber, which can 
be coagulated and treatédd—with some 
changes—by ordinary rubber ma- 
chinery. The processes for making 
synthetic rubber are quite complicated 
and must be exactly carried out. Any- 
one who proposes to make synthetic 
rubber from garbage may be classified 
immediately as a crank. 

Besides Buna S there are many 
other synthetic rubbers: Buna N, 
which is quite close to Buna S in gen- 
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eral composition, but superior in cer- 
tain properties; Neoprene, which is 
based on chlorine and acetylene and 
has a slightly different composition ; 
Thiokol, again different to a some- 
what larger degree; Butyl rubber, 
which is based on butylene and on 
butadiene like Buna S, but has no 
styrene in it; and, finally, Koroseal, 
which is quite widely different in na- 
ture. 

All of these products have an ad- 
vantage over natural rubber in that 
we have control of their composition 
at all times, and do not have to take 
what Nature chooses to offer us. That 
means we can visualize indefinite im- 
provements, and can expect adapta- 
tion of these rubbery materials to uses 
for which ordinary natural rubber has 
always been unfitted. We are wit- 
nessing the birth of a whole new 
branch of the chemical industry. 

Rubber, however, is merely a part 
of the general field of plastics. The 
plastics industry is the glamor girl 
of chemistry, although perhaps its 
charm is becoming a bit mature. 

Wood has been impregnated with 
plastics to such a degree that it be- 
comes moisture proof and vermin- 
proof and has a polish which is in- 
tegral, so that as the wood wears the 
polish keeps renewing itself. Plastic 
bonding materials have made it pos- 
sible to develop plywoods for the air 
caravans of the future. We can visu- 
alize air trains which will be able to 
cut off a glider in flight without in- 
terrupting the progress of the train 
itself. 

Plastic impregnated paper has been 
developed which will have 20,000 to 
40,000 lbs. per square inch tensile 
strength, compared to 4,000 to 5,000 
for wood. This is a vast advance but 
it is not yet up to the record of 60,000 
to 80,000 Ibs. per square inch for 
steel. Raincoats are now being pro- 
duced of fabrics coated with plastics 
which formerly went into safety glass. 

Above we mentioned the material 
called styrene, which not only can be 
formed with butadiene into a synthetic 
rubber, but when polymerized be- 
comes one of the most interesting and 
useful of the modern plastics. It is 
brilliantly transparent, and has excel- 
lent dielectric strength and moisture 





resistance. It has the disadvantage of 
being somewhat brittle, but it is be- 
lieved that this will be corrected long 
before much of it is available for the 
public. One of the newest develop- 
ments in plastics is the attempt to 
lower their cost and thus bring them 
within the reach of additional uses, 
by extending the resin with fillers 
such as lignin. 

Lignin brings us to the subject of 
utilization of wood. At the present 
time in making paper pulp, wood is 
put through processes of chipping, 
digesting, and washing, resulting in 
the loss of a large fraction of its 
weight. The only product is the wood 
pulp. It is possible to conceive of a 
tieing together of work which has 
been carried on here and _ there, 
whereby the wood is first given a wa- 
ter treatment and the water-soluble 
products taken away to be fermented 
to alcohol. The residual wood may 
then be hydrogenated to convert the 
lignin into alcohol, glycols, and other 
solvents. This would leave behind 
the pure wood pulp base called al- 
phacellulose, and all of the wood 
would go into useful products. Also, 
the pollution of streams in the paper 
and pulp districts would be vastly de- 
creased. 

One of the largest uses for wood 
pulp is in the manufacture of syn- 
thetic fibers. Between the wars there 
has been great progress in improving 
the quality of rayon. As a matter of 
fact, we have heard recently that some 
of our Senators are indignant over the 
fact that rayon cords are now pre- 
ferred to cotton in making rubber 
tires. 

We have all heard of the new ma- 
terial called nylon. It should be em- 
phasized that there are many nylons, 
even as there are many synthetic rub- 
bers, and there are infinite possibili- 
ties of making new nylons for new 
uses and properties. It is difficult to 
describe the composition of the ny- 
lons, without going into complicated 
chemistry, but the chemist says that 
they are made of polyamines, which 
we can consider as being compounds 
of ammonia and polybasic acids. To 
say that they are made of coal, air and 
water is an oversimplification which 
does not do credit to the huge amount 
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of thoroughly scientific work which 
went into their discovery and con- 
tinues to be exerted in their manufac- 
ture. 

Textiles have been dyed for many, 
many years and many different finish- 
ing agents also have been used in pro- 
ducing a satisfactory cloth. However, 
the use of resins in this field is rela- 
tively new. Resinous materials have 
been used in coatings such as oilcloth 
for a long time, but the new use of 
resins is one in which the resin is de- 
posited internally—tright in the fiber. 
As a result of such processes, cloth 
can be produced which is creaseproof 
and which has the resilience and 
luster of silk, and the coolness and ab- 
sorbency of linen. 

New processes have been developed 
for fixing on textile fibers the long- 
chain molecules of fatty acids. As 
these are water repellent, water does 
not get a chance to really wet the 
cloth, and a cup of coffee can be 
spilled on a dress of such material 
without any visible effect. 

New methods have been devised 
for preventing the shrinking of wool 
by treating it with such chemicals as 
sulfuryl chloride, and the basic con- 
stitution of wool has been altered so 
that the material no longer is ap- 
petizing to moths and ceases to show 
the familiar yellowing effect when 
treated with soap in washing. Who 
knows but we may come to the point 
where our woolen clothes can go to 
the laundry every week? 

Even such prosaic industries as 
laundering have been affected by the 
chemist’s touch. No longer do we 
need soap to clean clothes. We have 
synthetic detergents which are far 
superior. We can design our water 
and not be dependent on what local 
natural conditions have given us. We 
can make the water soft or hard and 
can remove any injurious constituents. 
Technically it is quite possible to pass 
sea water through successive beds of 
appropriate resins and make a fairly 
pleasant and drinkable fresh water. 

The dry cleaning industry depends 
in modern times on solvents made in 
large part from acetylene. The earlier 
combustible and poisonous solvents 
have given away to incombustible 
harmless ones. 
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It is reported that in Germany a 
house has been made entirely from 
synthetic materials. Whether this is 
more than a tour de force is doubtful, 
but it is interesting to see that for the 
first time man becomes broadly inde- 
pendent of natural products. We 
may conceive in the future that pipes 
may be made of plastics which will 
have enough “give’’ not to split when 
frozen under careless handling. We 
may have plastic or plastic-impreg- 
nated wooden walls which need no 
paint or varnish, the cleaning of 
which will not cause quite such a dis- 
ruption of personal comfort as we 
now experience during that awful 
season. Light alloy steel roofs will 
last out the lifetime of the house. 
Super-efficient synthetic insulation will 
cut heating bills in the Winter and 
electric bills for air conditioning in 
Summer. 

The science of treatment of disease 
with chemicals is still on the thresh- 
old of its greatest accomplishment. 
Practically all the new drugs still de- 
pend on one base with jawbreaking 
name of para-aminobenzenesulfon- 
chloride, and the difference between 
these drugs is usually in variation of 
the chloride. Even at that, so many 
variants are possible that all of the 
work has been confined to them with- 
out really going seriously after the 
base itself. 

We can see that the potentialities 
of the American Century are very 
great in terms of increased standards 
of living, a larger happiness and the 
satisfaction of human wants for all. 
We have the men, the money, and the 
machines. What kind of a century it 
is depends on us. Who was the man 
who said there are no more frontiers? 


TREASURY RULING ON 
TRANSPORTATION TAX 


A ruling concerning the exempting 
from the 3 per cent. tax on transporta- 
tion of freight, of shipments made 
under certain described conditions, was 
given recently by Mr. D. S. Bliss, 
Deputy Commissioner of Internal Rev- 
enue, to Mr. F. G. Hamrick, Chairman 
of the Committee on Cooperation with 
the Treasury Department, of The Con- 
trollers Institute of America. 


Mr. Hamrick wrote to the Commis. 
sioner of Internal Revenue under date 
of December 19, 1942: 


“Inasmuch as the regulations concerning 
the 3 per cent. tax on the transportation 
of property have not yet been issued, we 
would very much appreciate having rul- 
ings from you on the following questions 
which are of wide interest: 

“1. Does this tax apply to payments 
for transportation to a United States port 
of material sold to the United States Treas. 
ury Department Procurement Division for 
Lease-Lend where the sale is made f.ob, 
that port? Presumably, the property pur. 
chased for Lease-Lend is destined for export 


but at the time the material is shipped to © 
the United States port the shipper does not © 


know how soon the material will be ex 
ported. 
“2. If the transportation to the United 


States port referred to in Question 1 is 7 


exempt from the 3 per cent. tax, what in- g 
formation should be shown in the exemp. 


tion certificate to be furnished the carrier © 


to such port? Inasmuch as the shipper does | 
not know to which foreign country the 
Lease-Lend material will be shipped, it 
could not show the foreign destination on 
the exemption certificate.” 


In reply, Deputy Commissioner 
Bliss wrote, under date of December 
20: 


“Reference is made to your letter 
dated December 19, 1942, relative to 
the tax on the transportation of prop- 
erty imposed by section 3475 of the 
Internal Revenue Code, as added by 


section 620 of the Revenue Act of © 


1942. You request advice concerning 
the application of the tax under the 
following circumstances: 


“ “Does this tax apply to payments 
for transportation to a United States 
port, of material sold to the United 
States Treasury Department Pro- 
curement Division for Lease-Lend 7 
where the sale is made f.o.b. that 
port? Presumably, the property pur- 
chased for Lease-Lend is destined 
for export but at the time the ma- F 
terial is shipped to the United States © 
port the shipper does not know how | 
soon the material will be exported.’ 


“The tax will not apply under the 
circumstances stated by you if the lend- 
lease material is intended for export, 
is consigned to the War Shipping Ad- 
ministrator at the port of export, and 
is in due course exported. In such case 
no exemption certificate will be te 
quired.” 
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H’s the inventory that tells the story.’’ A 
high Army production official said this recently, 
in referring to the success of America’s war pro- 
duction program. 

And control of inventories—the scheduling of 
available materials into the production lines on a 
balanced basis—has long been the policy of the 
country’s major producers of war materials. Today, 
CMP extends the doctrine of properly balanced 
inventories to every manufacturer in the land. 
Control of inventories is vital. And there is no 
faster, no surer, no simpler method of control than 
the one provided by Kardex, the only visible Inven- 
tory System with the exclusive Graph-A-Matic 
signal control. 

Kardex focuses your attention on today’s inven- 
tory status of every individual item of stock. Kardex 
spotlights each item in terms of the number of 
weeks’ supply on hand for authorized production 
schedules. Kardex tells you the facts you need 
for operation under C MP Regulation No. 2, which 
states that no user shall accept delivery of any 


item is, or would after delivery become, greatér 
than is required for scheduled production during 
the next 60 days. 
Will that shipment you're expecting next week 
send your stock over the 60-day-supply mark ? 
Kardex warns you, “Postpone that shipment!” Do 
shortages or past-due deliveries threaten you? 
Kardex says, “Expedite!” 
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The Remington Rand mdn knows Inventory con- 


‘trol. He and his associates’ throughout the country 


have installed Kardex Visible Systems in literally 
thousands of plants, large and small. The com- 
bined experience of thes specialists is available 
to you jn a new publication, “CMP Records and 
Procedures for Manufacturers”... yours without 
obligdtion for a free 10-day study. Ask for your 
copy/today. Phone your neprest Remington Rand 
office, or write Systems Division of Remington 
Rand, Buffalo, New York. 
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This signal shows the month 
of next scheduled receipt of 
material on outstanding pur- 
chase orders. 








This signal indicates the 
month through which material 
allotted has been received 
from claimant agency. 


Graph-A-Matic signal charts 
no. of weeks' or months’ sup- 
ply on hand at scheduled 
rate of production. 
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What a “V” Loan Is and What 
Guarantee It Provides 


By Roger C. Damon 


Regulation V, which stems , from 
Executive Order No. 9112, was devel- 
oped primarily to meet the need of 
the producers of war materials for op- 
erating funds required by skyrocketing 
production schedules. Prior to Regula- 
tion V an attempt was made to meet 
the problem by the use of direct ad- 
vances from the Army, Navy, and 
Maritime Commission and, under the 
Assignment of Claims Act of 1940, by 
allowing prime contractors to assign to 
financing institutions sums due and to 
become due under direct government 
contracts. 

Neither of these devices fully met 
the problem. The services were first 
limited to advancing not exceeding 30 
per cent. of the face of the contracts. 
The percentage was later stepped up 
in order to permit secondary advances 
to sub-contractors, but this operation 
did not turn out too well. Further- 
more, instructions to finance officers 
were subject to changes from Wash- 
ington. These were made frequently, 
and the discretion of the financing of- 
ficer was gradually limited. A year or 
so ago he could make a straight 30 per 
cent. advance with no strings attached. 
Then he was allowed to make advances 
to certain contractors only if withdraw- 
als bore his countersignature. Then, in 
addition to countersignature he was re- 
quired to support withdrawals by 
certain contractors, with affidavits and 
duplicate invoices supplied by the con- 
tractors. 


FLEXIBILITY LACKING 


Even in its simplest form, the 30 per 
cent. often did not allow sufficient 
flexibility, for obviously a complicated 
product like a tank would tie up sub- 
stantial sums in war materials and 
work in process, while a comparatively 
simple primer part would tie up very 
little operating capital. You, undoubt- 


edly, know of contractors who at no 
time had more than 1% of their 30 per 
cent. advances tied up in receivables or 
inventories under the contracts until 
the end of the contract period when 
funds were: tied up almost exclusively 
in receivables. On the other hand, each 
of you can think of instances where a 
30 per cent. advance did not provide 
a sufficient amount of operating cap- 
ital. 

Also, I should add, the attractiveness 
of certain advance-payment arrange- 
ments diminished when the ruling was 
put through that the contractor must 
pay 214 per cent. on the amount of 
the advance, even though it might be 
some months before he could obtain 
the full use of the funds. 


NEED FOR OPERATING CAPITAL 
Not MET 


Parallelling the trouble with ad- 
vance payments it became obvious that 
the Assignment of Claims Act of 1940 
could not fully meet the needs of busi- 
ness for operating capital. The war 
production program was gathering mo- 
mentum, large contracts were being 
granted to companies with very little 


net quick assets, and, in some cases, 
inexperienced management; and, if the 
facilities of commercial banks were to 
be used to supply operating capital, an § 
additional device had to be made avail. § 
able. 

Possibly it might be said here that 
only a few banks had the manpower 
and sometimes the courage to operate 
under the Assignment of Claims Act, § 
You recall that the Act allowed a con- 
tractor to assign to a financing institu- 
tion sums due and to become due § 
from the Federal Government. This 
procedure did not improve the bank's 
tisk very much, for it merely guaran- 
teed to the borrower a certain volume 
of business provided his product was 
up to specification. It did, of course, 
strengthen the borrower's total picture 
in that there was no question as to the 
purchaser’s ability to pay for goods 
delivered. It is difficult to think back 
to 1940 and early 1941, but at that 
time civilian business was good and 
many of the larger corporations, hav- 
ing substantial facilities and adequate 
working capital, fought shy of so- 
called defense contracts, and many 
large contracts were awarded to small 


(Please turn to page 78) 





interest to them. 





WHEN CONTRACT CANCELLATIONS COME 


Sixteen printed pages are included in the guarantee under a 
“V/"" loan. There are 13 sections, one of which contains many 
mandatory provisions. That is the Government's attempt to pro- 
vide a cushion against the shock which business will suffer when 
it comes time to cancel contracts for war goods. This is the 
message which Mr. Damon, Assistant Vice-President of the First 
National Bank of Boston, delivered to the Boston Control of The 
Controllers Institute of America at its meeting on January 26. 

Banks believe in these loans, and Mr. Damon said that intelli- 
gent managements should consider adapting them to their re- 
quirements. Controllers and financial officers are seeking light 
concerning “’V”’ loans, the terms on which they may be obtained, 
and their probable effects. Mr. Damon’s address will be of great 


—THE EDITOR 























































Mertens on THE 


LAW OF 
FEDERAL INCOME 
TAXATION 


By JACOB MERTENS, Jr. 


of the firm of Davies, Auerbach, Cornell & Hardy 
One Wall Street, New York City 


12 VOLUMES PRICE $120.00 


A complete restatement of the entire field of federal income 
taxation. 


—directing you instantly to the applicable provisions of 
the law and the interpretations and constructions which 
have been placed upon them both administratively and 
judicially. 

—presenting the quickest way of finding the law, and the 
only way of finding all the law weighed per sonally by an 
expert in this field as to relevancy and importance. 


—giving you that peace of mind that no other means of re- 
search will give—the certainty that you have not over- 
looked other decisions in point. 


It will be kept constantly to date by a monthly service, cumu- 
lated quarterly and pocket parts issued annually. 


Terms: 6% discount for cash or $10.00 cash and $10.00 per 
month. 
Descriptive Literature Sent on Request 


CALLAGHAN & COMPANY 
401 East Ohio Street Chicago, Illinois 


































A plan evolved by the Treasury De- 
partment, which it requested The Con- 
trollers Institute of America to submit 
to its members for the purpose of ob- 
taining their comments—a plan for al- 
lowing extensions of the date for filing 
final returns for income and excess 
profits taxes provided tentative returns 
were filed on March 15 which would 
include certain specified information— 
has met with wide approval by con- 
trollers. 

Of 958 controllers who replied dur- 
ing January to an inquiry sent out by 
The Institute, 565 approved the tenta- 


Tentative Returns, with Specified 
Data, Favored by Controllers 


tive plan, and 79 disapproved. No re- 
plies to the question asked were made 
by 314 controllers. Of that number 
197 noted that they did not need ex- 
tensions of time for filing, 109 said 
they were on a fiscal year basis and the 
question did not apply in their cases, 
and 8 were with types of business 
which were not required to file returns. 

This information was transmitted to 
Assistant Secretary of the Treasury 
John L. Sullivan by Mr. F. G. Ham- 
rick, Chairman of The Institute’s Com- 
mittee on Cooperation with the Treas- 
ury Department. It is possible that a 
regulation will be issued which will 


make official the granting of exten. 
sions for filing returns on the condi- 
tions named by the Treasury. 

The question which was asked of 
controllers read: 

“As a condition precedent to the 
granting of an extension of time for 
filing income and excess profits tax 
returns, could the information called 
for by the enclosed memorandum be 
made available on the tentative returns 
which will be filed on March 15 ?” 

The memorandum to which refer. 
ence was made was published in the 
February issue of THE CONTROLLER. 


Manpower Supply Adequate, but Training 
and Placement Policies Seriously 
Lacking, Survey Shows 


A cross-section survey of the man- 
power situation in Baltimore reveals an 
adequate supply of local labor but a 
training and placement program inade- 
quate for the needs of a total war effort. 
These are the major conclusions of 
“Where Can We Get War Workers?” 
by Sanford Griffith, just published by 
the Public Affairs Committee, 30 
Rockefeller Plaza, New York. 

The survey reveals that although 
Baltimore needed approximately 59,000 
new workers in the last five months of 
this year, of which about 32,000 were 
expected to come from outside the city, 
there actually were more than 300,000 
potential workers within the city who 
were not being utilized. Some 250,000 
of these were women, and a large part 
of the remainder were Negroes. Al- 
though the employment of women has 
risen rapidly in the past six months, 
and a somewhat less satisfactory rise 
has occurred in the employment of Ne- 





groes.... “there is still consider- 
able doubt whether either of these 
groups is being trained and placed in 
jobs as rapidly as is needed for an 
all-out war program,” according to the 
survey. 

Other outstanding conclusions from 
the Baltimore survey are: 


“No over-all inventory of Balti- 
more’s potential labor resources and 
skills has ever been made. 

“Acute shortages in special skills 
were not being met. 

“There were many workers with 
skills that could be revived with ade- 
quate training. 

“No large-scale intensive vocational 
or technical training had been devel- 
oped that was adequate to meet Balti- 
more’s needs. 

“The Training Within Industry pro- 
gram was far from being in general 
use and from meeting the requirement 
for creating needed skills. 
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“Full use must be made of women, 
Negroes, and other minority groups.” 


Some improvement in the Baltimore 
situation is reported to have occurred 
since the completion of the survey, but 
recent studies made elsewhere ‘‘show 
that the conditions set forth in the 
pamphlet still exist in acute form in 
many parts of the country.” 

In any case, the facts are not to be 
regarded as an indictment of Balti- 
more. They are, according to the pam- 
phlet, ‘rather a warning to the public 
of what the country faces unless a 
more determined effort is made to co- 
ordinate and speed manpower place- 
ment.” 

Where Can We Get War Workers? 
is the seventy-fifth in a series of popu- 
lar, factual, ten-cent pamphlets pub- 
lished by the Public Affairs Committee, 
Inc., 30 Rockefeller Plaza, New York, 
ny. Y. 
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“TDLE TIME” on machines like these slows 

up war production. Don’t keep them waiting 

for an antiquated production control system. 

Step up your factory paper work—with the 
help of Mimeograph equipment. 





One Writing Performs 


Five Paper Work Functions 





Read how a large manufacturer of heavy 
industrial equipment stepped up his pro- 
duction and efficiency by reducing five paper 
work functions to one writing—with the 
Mimeograph duplicator. 


When a manufacturer of heavy industrial equipment 
switched to war work on a mass production “straight 
line” basis, he found himself entangled in a real problem 
of production control. 


His old paper work system—based on multiple carbon 
copies—couldn’t take it. ‘“Travelers’’ smeared and 
blurred, time cards had to be handwritten, productive 
time was wasted because instructions were not clear. 


The government was requesting maximum output. 
The paper work system needed a complete overhauling. 
So he turned to the Mimeograph duplicator. 


Now five paper work functions are performed in a sin- 
gle writing on a Mimeograph brand stencil sheet: 


manufacturing and routing sheet, 
material requisition, 

shop ‘‘traveler,’’ 

time cards, and 

cost analysis. 


With up to 500 production orders every day in this plant, 
the new “‘one-writing” system has already made impor- 
tant savings in productive time. 


In addition, the clean-cut, black-on-white copy pro- 
duced by Mimeograph equipment makes for easier, surer 
reading . . . provides permanent copies . . . cuts down 
errors, spoilage, misdirected shipments. 


The Mimeograph distributor in your community is 
familiar with problems of factory paper work. He can 
help you speed up production through duplication. Call 
him—or write A. B. Dick Company, Chicago. 


Mimeograph 
duplicator 


MIMEOGRAPH is the trade-mark 
of A. B. Dick Company, Chicago, 
registered in the U. S. Patent Office. 























Many companies prepared special 
statements to be handed to their em- 
ployees early in January, interpreting 
for them the meaning of the many 
announcements concerning the Victory 
Tax which came from Washington. 
Mr. Thomas L. Evans, of Weston Elec- 
trical Instrument Corporation, of New- 
atk, New Jersey, distributed to the 
employees of that company an an- 
nouncement interesting because of its 
complete coverage of the subject, 


How One Controller Described 
Victory Tax for Employees 


MEMORANDUM ON 1942 INCOME 
TAX AND 1943 VICTORY TAX 
Withheld from Wages or Salaries, for the 
Information of Weston Electrical In- 
strument Corp. Employees 


“1, The Revenue Act of 1942 imposes a 
Victory tax on all individual tax pay- 
ers for each taxable year beginning 
after December 31, 1942. 

. The Victory tax is a new tax of 5% 
on Victory Tax net income, in excess 
of $12.00 per week or more than 
$624.00 per year. 

. Beginning with the first payroll pay- 


continuing each pay day thereafter 
throughout the year, the company, as 
employer, is required to withhold 
from employees’ wages or salary and 


; 





remit the amount to the Government, | 
an amount equal to 5% of each week's | 


earnings in excess of $12.00 per week, 
Unlike the Income tax, there is no dis. 


tinction between married and single | 


persons in the assessment of the Vic. 
tory tax. 
Example: If you earn $35.00 per 
week, your Victory tax deduction will 
be $1.15 per week, i.e, 5% of 


$23.00 (the amount in excess of | 























which reads: ment in 1943, Friday, January 8th, and $12.00). However, the employer, | 
Form V-2 STATEMENT OF VICTORY TAX WITHHELD Calendar Year 
U. S. TREASURY DEPARTMENT By Employer 
INTERNAL REVENUE SERVICE (EMPLOYEE’S RECEIPT) 1943 

z J J > 7 EMPLOYEE 
INSTRUCTIONS TO EMPLOY ER TO WHOM 

Prepare this form in duplicate for 
each employee from whom Victory = 
Tax has been withheld. Furnish (Print full name of employee, home address, and social security number, if any. If employee is a 


original to employee. (See Instruc- 
tions for Return of Victory Tax 
Withheld, Form V-1.) Forward du- 
plicate with Return of Victory Tax 
Withheld, Form V-1, for the fourth 


married woman, name of husband should also be furnished) 





EMPLOYER 
BY WHOM 
PAID 


quarter of the year (or with the 
employer’s final return, if filed at 
an earlier date). 






(Name and address of employer) 











INSTRUCTIONS TO EMPLOYEE 
This is your receipt for Victory 
Tax withheld. You should keep it 
for use in preparing your income 
and Victory Tax return for 1943, 
and as evidence of tax withheld. 





less than the full calendar year, from 


Amount of tax withheld 


STATEMENT OF VICTORY TAX WITHHELD 
Wages and other remuneration paid during the calendar year 1943, or, if for 








16—31596-1 











On the back of this Form V-2 this notice appears: 















a return is filed. 


trict. 


with the Revenue Act of 1942. 


due to be filed on or before March 15, 1944. 
Tax and income tax combined, the balance is refundable by the collector of internal revenue. 
statement is your receipt for the amount of tax withheld. You may be called upon to show it in 
support of the credit or overpayment. For this reason, you should keep this receipt. 

Whether or not Victory Tax has been withheld, if your gross income was more than $624 in 
1943, you are required to make a Victory Tax return. 
the income tax return, must be filed not later than March 15, 1944. No refund will be made unless 


U. S. Government Printing Office : 1942 


NOTICE TO EMPLOYEE 


KEEP THIS RECEIPT—IT IS IMPORTANT 


Your employer has withheld Victory Tax from your wages or other remuneration, in accordance 
The amount the employer has withheld, which he is required to 
pay to the collector of internal revenue, is shown on the other side of this form. This amount 
should be taken as a credit against the tax shown in your income and Victory Tax return for 1943 
If the amount withheld is larger than your Victory 


Copies of the return forms may be obtained from the collector of internal revenue for your dis- 


16—31596-1 


Such return, which is combined with 


This 
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upon election, is permitted another 
basis of deduction, in accordance 
with the Victory tax table described 
on Page 5 in ‘Facts about your In- 
come and Victory taxes’ booklet, a 
copy of which will be distributed to 
each employee. 

Under this table, the amount with- 
held will be $1.10, the earnings be- 
tween $32.00 and $36.00. Were the 
earnings $33.00, the amount with- 
held would also be $1.10, instead of 
$1.05, by actual calculation. Any 
slight difference in weekly deduction 
will be adjusted at the end of the 
year when filing your combined In- 
come and Victory tax return, as a 
slight overpayment will be refunded 
or credited against your Income tax, 
while a slight underpayment will be 
paid when filing your return. 


Jo of | “4, Receipt for Tax: 


SS of | 
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"eat 
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Before January 31, 1944, and each 
year thereafter, we, the employer, must 
furnish you with a receipt, showing the 
total amount of wages or salary paid 
to you and the total tax withheld dur- 
ing the year. (Form V-2.) If you quit 
your job before the end of the year, 
we, the employer, must give you a sim- 
ilar receipt within thirty days of the 
last payment of wages. 

These receipts should be carefully 
kept to prove the amount deducted for 
Victory tax liability, if required. 


. Post-War Refund: 


Part of your Victory tax will be re- 
funded to you after the cessation of 
hostilities or credited against your In- 
come tax then due. The refund is lim- 
ited to 25% of the tax paid in the 
case of a single person (maximum 
$500.), 40% for a married person or 
head of a family (maximum $1,000.), 
and 2% for each dependent (maximum 
$100.). 


. Filing Victory Tax Returns and Cred- 


its Allowed: 


Your Victory tax return must be filed 
March 15, 1944, or before, when filing 
your Income tax return for the year 
1943. At the time of filing the return, 
certain credits are allowable, but not in 
excess of the post-war credit, viz.: 
premiums on life insurance policies in 
force September 1, 1942; reduction of 
indebtedness calculated as at Septem- 
ber 1, 1942, and ending at the close 
of the taxable year 1943; purchase of 
War Savings Bonds during 1943 if 
held at the end of the taxable year 
1943. Example and manner of credits 
allowed are stated in booklet on Page 4. 


- 1942 Federal Income Tax Return: 


Beginning on Page 7 of booklet is 
a condensed explanation of 1942 Fed- 


(Please turn to page 83) 


The Controller, February, 1943 


























Help Wanted — Female 


BILLING MACHINE OPER- 
ATORS—for permanent po- 
sitions. Good pay. Midwest 
Corporation, First Ave. 


KEY PUNCH OPERATORS 
—experienced or trainees, 
fine opportunity, good work- 
ing conditions. Smith Mfg 
Co., Main and Ly" Aves. _ 
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M‘BEE KEYSORT 


WORLD'S FASTEST 
CARD SORTING SYSTEM! 


Keeping accounting department person- 
nel at full strength is a perplexing prob- 
lem today. That’s why you'll welcome 
McBee Keysort to help produce operat- 
ing reports faster and more economically. 
Keysort handles a.million cards a day 
as easily as a thousand, with your regu- 
lar clerks and operators. No investment 
in costly machinery. Ask the McBee 
representative. 
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Manual Which a Controller Passed 
on to His Successor 





GETTING DOWN TO | 


FUNDAMENTALS | 


We are indebted to ‘The 
Balance Sheet’’, published by 
the Controllers’ Congress of 
the National Retail Dry Goods 
Association, for the accom- 
panying excerpt from their 
January issue. The unnamed 
author, identified only as a 
controller who left his position | 
to join the armed forces, pre- 
pared these points for the 
guidance of his successor. 

Most successful executives 
observe the rules so handily 
summarized in this schedule, 
but this is the first time that 
we have seen them reduced to | 
such practical proportions. 








—THE EDITOR 





1. Do no detail work, except in 
rare and extreme emergencies. 

2. When work arises, decide im- 
mediately on the following points: 
A—What has to be done. 

B—How it is to be done. 

C—Who is to do it. 

D—Follow up to see that it is done 
accurately and completely. 

3. Follow the principle of analyz- 
ing every problem on a thorough A 
to Z basis. 

4. Do not allow work to accumu- 
late. You cannot think clearly and 
act effectively if your desk is com- 
pletely loaded with papers and with 
unsolved problems. Insist upon dis- 
posing of whatever has to be done 
just as fast as it comes up, so that 
you will not have to handle and re- 
handle the same thing several times 
(waste of your valuable time). Keep 
your desk clear and ahead of the 
game. 

5. File papers promptly and eff- 
ciently, and cross-reference, so that 
you will not waste time looking for 
them when need arises. 

6. Deliberate slowly and act 
promptly. 

7. Maintain and keep up-to-date a 


complete list of items to check regu- 
larly, showing dates when check-ups 
were made. Also show on this list 
reports to be issued and dates of is- 
suance for follow-up purposes. 

8. Keep an efficient calendar for 
the purpose of following up things 
other than regular periodic check- 
ups. Keep this calendar clear every 
day. You may find it advisable to 
keep a separate listing of jobs to be 
done, using your calendar for things 
that have to be done from day to day 
or at specific times, such as payment 
of special salaries, rents to be col- 
lected, taxes to be paid, etc. 

9. Keep a tickler file for expira- 
tion of contracts, so that you can dis- 
cuss renewal or cancellation consid- 
erably in advance of expiration date 
of any contract. 

10. Keep a small card for each in- 
dividual with whom you have fre- 
quent contact, so that when talking 


to him you can immediately review 


all pending matters. 

11. Keep a folder for your supe- 
rior officer. Place in this folder any 
papers, reports, etc., which you want 
to discuss with him. 

12. Do not permit miscellaneous 
individuals to impose on your time. 
Make short work of anyone who 
comes to gossip. Handle telephone 
conversations rapidly, as otherwise 
you will be married to your tele- 
phone. 

13. Get up an intimate acquaint- 
ance with the controllers of other 
firms. You will find it advisable to 
call on them for various information 
and will be more at ease about it if 
you are on a friendly basis with 
them. You should give them infor- 
mation and pass along to them ideas, 
so that they in turn will be anxious 
to do the same for you. 

14. Visit other companies when- 
ever possible, in order to get ac- 
quainted with their operations. 

15. Get away from your desk from 
time to time and think about your 
organization and your problems, and 
plan future work. Do not work on 





an emergency basis. Make a plan, 
and check everyone to see that the plan 
is being adhered to. 


16. Every job leaving your office 


should be 100 per cent. correct. In. 
augurate the system of having every. 
thing possible checked before leay. 
ing your hands. Build yourself a 
reputation for 100 per cent. accuracy 
and, I repeat, on an A to Z basis. 

17. At meetings, try to keep the 
conversation pertinent to the pur. 
pose of the conference. You will 
thereby save time and make your 
meetings accomplish more. 

18. Read widely about your work, 
and keep abreast of every new de. 
velopment. Keep up-to-date on your 
reading. Do not allow reading mat- 
ter to accumulate, or you will be 
sunk. Pass along all reading mat- 
ter to others after you have gone 
through it. 

19. If you are really ambitious, 
you will find that the public library 
has a wonderful business section in 
which there are numerous business 
magazines, and also valuable office 
management and other reports. 

20. Get to know the accounting 
method of your business thoroughly 
and completely, so that you are an 
expert on it. Know it backwards and 
forwards. Know it better than any- 
one else in the firm. 

21. Make it a policy to have man- 
uals on every standard operation, and 
keep them up-to-date. See that all 
individuals affected by various oper- 
ations have copies of these instruc- 
tions, and that they keep them neatly 
in order and up-to-date. This will 


prevent any individual from stating | 
at any time that he or she was not 
told that a certain thing had to be | 
done in a certain way. Manuals are | 


also invaluable for training new peo- 


ple in their duties, and for your pet: [ 


sonal check-up on the efficiency of 
various operations. 

22. Think about short cuts and the 
elimination of unnecessary work. To- 
day, particularly, is the time when 
only essentials necessary for the op- 


eration of the business should be 


continued, and then should be im- 
proved by any short cuts that you 
may be able to develop. Try to keep 
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in touch with what other companies 
are doing in this direction. 

23. Encourage your people to think 
about their work and submit sug- 
gestions. When they do, act upon 
them as quickly as possible, and be 
sure to talk to the person making the 
suggestion, whether or not it is 
adopted. 

24. Don’t forget to praise good 
work, but don’t become gushy. Criti- 
cize only in private and let the in- 
dividual understand that it is only 
being done in a helpful spirit. 

25. Keep a book in which you re- 
cord various statistics such as sales 
by month, transactions, Accounts 
Payable cost figures, Auditing cost 
figures, etc., which will enable you, 
when the question arises, to produce 
quickly valuable facts for periods of 
time. See that someone keeps this 
book up-to-date. 

26. Build yourself a reputation of 
reliability for the statements you 
make. Investigate before you speak. 
Do not talk unless you are absolutely 
sure about the statements you make. 

27. Keep in touch with all com- 
pany activities. Insist upon getting 
copies of all notices, minutes of 
meetings, and the like. 

28. Examine cash payments and 
expenditures thoroughly. Consider 
each expenditure you make from the 
point of view of whether or not you 
would make this same expenditure if 
you were spending your own money. 
Also look at all controls over cash 
payments with the thought in mind 
of whether or not you would be sat- 
isfied with the efficiency and complete- 
ness of the controls if your own 
money were being paid out. 

29. Most people are honest, but 
experience has taught that there are 
always some people weak enough to 
steal. Be on the lookout, and inaug- 
urate constant checks for dishonesty. 

30. Be certain that the check sign- 
ing machine key is in trustworthy 
hands. The person to whom you en- 
trust this key must understand that 
the checks being run through the 
machine are more than mere slips 
of paper; they represent cash being 
paid, and should be run through the 
machine only if they have been prop- 

(Please turn to page 83) 
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MANUFACTURING 
FOR WAR 


The manufacture of aircraft 
equipment for the Army Air 
Forces, and the manufacture 
of Burroughs figuring and 
accounting equipment for the 





Army, Navy. U. S. Govern- 
ment and the nation’s many 
war activities, are the vital 


tasks assigned to Burroughs 
in the Victory Program. 
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Burroughs has reproduced, 
in convenient, 8% x 5% card form, the 
official “wage bracket” figures shown 
in. the government regulations for de- 
termining the amount to be withheld 
from the pay of employees. Already 
thousands of Burroughs users—and 
others—are using these tables to save 
the many computations required in 
handling this new problem. 


These free tables are typical of many 
timely helps offered by Burroughs to. 
aid business firms in meeting new war- 
time figuring and accounting problems 
with their present equipment. Call the 
local Burroughs office, or write to— 
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WHAT A “V” LOAN IS 








(Continued from page 70) 





concerns. When war appeared immi- 
nent it was not unusual to find a small 
concern, a machine shop, for instance, 
loaded with orders, part of which were 
sub-contracted to the nationally known 
brass companies—a topsy-turvy situa- 
tion which in large part has been cor- 
rected. After all, you will also remem- 
ber the contracting officers did not pay 
too much attention to the character of 
the management or the financial sta- 
bility of the concerns to which con- 
tracts were being granted. There were 
instances where large contracts were 
granted to persons or corporations lack- 
ing both personnel and equipment. 
Obviously, the extreme case could not 
and should not be financed by a com- 
mercial bank no matter what kind of 
a guarantee is given the bank. In these 
instances the advance payment proce- 
dure should still be employed. But 
back in those days there was not avail- 
able any type of guarantee and it is 
probable that throughout the country 
many loans were refused which could 
have been granted if the potential bor- 
rower had had access to a number of 
different commercial banks or even a 
different loaning officer in his own 
bank. After all, there are 14,000 banks 
with individual loaning officers, each 
having his own ideas of a good bank- 
ing risk. 


EvEN STRONG COMPANIES NEEDED 
FuNDsS 


Shortly before Pearl Harbor the 
larger well-managed companies were 
assuming substantial contracts, and, 
after Pearl Harbor, it became obvious 
that the war production program re- 
quired such vast sums that not only 
the smaller companies but even many 
of the strong, well-managed corpora- 
tions needed operating capital in 
amounts which appeared excessive in 
relation to net quick assets and net 
worth. When government purchases 
are running at 6 to 7 billions a month 
and when government payments to 
contractors are running at even a 45- 
day average some 8 billions of operat- 
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ing capital is tied up in merely carry- 
ing the receivables. 

To meet this situation, on March 
26, 1942, the President executed 
Executive Order No. 9112, and the 
Federal Reserve Board issued Regula- 
tion V which set forth the basis for 
carrying out the order by authorizing 
the Reserve Banks as agents for the 
Army, Navy, and Maritime Commis- 
sion to support bank loans, made pri- 
marily for war production purposes, 
by issuing guarantees to the financing 
institution covering a percentage of a 
loan made to a war contractor or sub- 
contractor. 

What is this guarantee? Basically it 
is not a guarantee but an agreement 
to purchase a specified percentage of 
the outstanding loan, and for this 
agreement the bank pays a fee based 
on the percentage of its interest charge. 
That is all there was to the original 
guarantee issued under Regulation V, 
and in this form it was of interest to 
a borrower only because through its 
use he could obtain from his bank a 
loan which was larger in amount than 
he could have negotiated if the bank 
were unable to share the risk. 

However, the advance payment sec- 
tions of the services were at this time 
being swamped with requests for ad- 
vances and it was becoming increas- 
ingly difficult for the services to find 
the manpower to follow those ad- 
vances which were already outstand- 
ing. Furthermore, it was becoming 
clear that many contractors were re- 
questing advance payments as a means 
of protection to themselves in the 
event the contracts were cancelled by 
the government—the experiences of 
the last war, or rather the last peace, 
being constantly in the minds of busi- 
ness Management. 


BORROWER MADE BENEFICIARY OF 
GUARANTEE 


As a result, the services put through 
a policy of charging 214 per cent. in- 
terest on advances, and at the same 
time broadened the provisions of the 
V guarantee in an attempt to influence 
borrowers to use the facilities of the 
commercial banks. The borrower was 
made a third-party beneficiary of the 








guarantee agreement. Although not a 
party to the instrument, the borrower 
is a beneficiary of Section 6 which 
states, in effect, that if his war produc. 
tion contracts, cancelled by the gov. 
ernment for its own convenience, ex- 
ceed 25 per cent. of his uncancelled 
contracts, then that same percentage 
shall be applied against his bank loan, 
and on that portion of his loan he will 
not have to meet the stated maturity; 
and in addition, interest will be 
waived. He will, instead, have to pay 
the deferred portion of his loan within 
10 days after he has received the pay- 
ment called for under the cancellation 
clause in his contract, or after final 
determination of his claim by decision 
of a court of competent jurisdiction. 
In other words, if 50 per cent. of his 
uncompleted contracts are cancelled, 
50 per cent. of his loan is no longer 
subject to the accrual of interest, and 
he does not have to pay 50 per cent. 
at its maturity. 

The point should be emphasized that 
the percentage of loan deferred bears 
no direct relationship to the percentage 
of guarantee which is extended to the 
lending bank. Further, the percentage 
deferred as a result of cancellation of 
contracts may bear no direct relation- 
ship to the amount of the borrower's 
claim against the government or the 
prime contractor resulting from cancel- 
lation. We can easily think of a situa- 
tion where a borrower has obtained, 
say, $1,000,000 from a bank in order 
to buy materials and train workers for 
a large government contract, and then 
receives notice of cancellation prior 
to spending much of the $1,000,000. 
If the cancelled contract represented 
50 per cent. of all the borrower's wat 
production contracts, he could, under 
the terms of the present guarantee, 
obtain deferment on $500,000. Yet his 
claim against the government might 
be for a much lesser amount. On the 
other hand, a company with substan- 
tial funds tied up in war production 
receivables and inventories would te- 
ceive very little relief, if, at the time 
of cancellation, he had only a small 
amount outstanding under his V credit. 

V in itself, therefore, does not nec- 
essarily protect a borrowing war con- 


(Please turn to page 88) 
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INDUSTRIAL ACCOUNTING 
(Continued from page 52) 











scarce materials where they will do the 
most good. Consequently it must pro- 
vide for the allotment of all produc- 
tion of controlled materials. 

But war strategy changes from day 
to day. While tanks and ships may 
have been paramount yesterday, and 
ships and airplanes today, who can tell 
about tomorrow? Some _ production 
schedules will have to be increased, 
which means that in a condition of 
scarcity others will have to be de- 


creased. So CMP provides that allot- , 


ments already granted may be reduced 
or even cancelled at any time. 

What does this mean to our concept 
of “CMP money?” Merely that it is 
loaned on call. If a Claimant Agency 
calls part of its loan to a prime con- 
sumer, he in turn must call loans to his 
secondaries or mills. Failure to do so is 
in direct violation of CMP Regula- 
tions. Consequently, CMP accounting 
must provide for handling cancella- 
tions or reductions of allotments al- 
ready granted. While an account may 
be “in balance,” it cannot be con- 
sidered as ‘‘closed’”’ until there is no 
further possibility of cancellation or 
reduction in the amount granted. If 
the account has been in balance, such 
reductions or cancellations will result 
in “overdrafts.” Failure to take steps 
to wipe out known overdrafts can 
hardly be construed as other than wil- 
ful violation of CMP. 

The responsibility for seeing that 
such steps are taken may well be as- 
signed to the corporate controller. He 
will need to set up some infallible 
signalling system in connection with 
his CMP accounting to warn him 
whenever such overdrafts appear on 
the books. Control accounts will not 
suffice, for overdrafts under one allot- 
ment number might be offset by bal- 
ances under another, whereas this is 
not permitted. 

To sum up, then, the CMP is a 
valiant attempt to balance war require- 
ments with production. Because it 
covers almost the whole of American 
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industry, it cannot but be complicated. 
Genuine effort has been expended to 
reduce the accounting necessary for 
carrying out the CMP to a minimum. 
While the basic accounting theory is 
relatively simple, the complexities of 
the problem itself have led to certain 
complications in the accounting prac- 
tice which are reflected more in the 
volume and type of paper work to be 
done than in the accounting proce- 
dures themselves. 








ACCOUNTING PROBLEMS 
(Continued sine page 62) 











ical gheecvatiaae of physical counts, 
however pleased the Securities and 
Exchange Commission is with such 
use of manpower in war times. The 
valuation of inventories in 1942, as 
it was in 1912, is best tested where 
the physical count and the average 
cost prices used are compared class 
by class. 
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The Securities and Exchange Com- 
mission issued under date of Decem- 
ber 22, 1942, an opinion in its Ac- 
counting Series dealing with certain 
accounting aspects of the recent 
amendments to Forms 10-K and 
N-30A-1, the principal annual re- 
porting forms under Section 13 of 
the Securities Exchange Act. 

These amendments, which were 
adopted in connection with recent re- 
visions of the rules governing proxy 
solicitations, permit companies to 
file copies of their regular annual re- 
ports to stockholders in place of cer- 
tain of the financial statements re- 
quired to be filed by such forms, if 
the financial statements included in 
the annual report to stockholders 
substantially conform to the require- 
ments of Regulation S-X, the under- 
lying accounting regulation of the 
Commission. 

The opinion, prepared by William 
W. Werntz, chief accountant, of the 
Commission, indicates that while the 
financial statements included in re- 
ports to stockholders are frequently 
somewhat more condensed _ than 
those filed in accordance with the 
requirements of those forms and 
Regulation S-X, such condensation, 
if limited to the grouping of items 
that are not substantial in amount or 
otherwise material because of their 
particular origin or nature, would 
not prevent the filing of such finan- 
cial statements in place of those re- 
quired by the instructions. 

The full text of the opinion follows: 

“A recent amendment of Form 10-K 
provides that in partial response to the 
requirements for filing financial state- 
ments a registrant may if it wishes file 
a copy of its regular annual report to 
stockholders and incorporate by reference 
the financial statements contained in such 
report. This procedure may be followed, 
however, only if the financial statements 
included in the report to stockholders 
substantially conform to the requirements 
of Regulation S-X. Of course, any finan- 
cial statements or schedules required by the 
instructions that are not included in the 
stockholders’ report must also be furnished. 





“A review of numerous stockholders’ 
reports covering the year 1941 indicates 
that in many cases the financial statements 
included are identical with those filed 
subsequently as part of the annual report 
on Form 10-K except that a number of 
relatively minor items shown separately 
in the report on Form 10-K are grouped, 
or combined with closely similar items in 
the report to stockholders. Inquiries have 
been received as to whether, where con- 
densation of this type exists, the state- 
ments may nevertheless be considered to 
conform substantially to the requirements 
of Regulation S-X. 

“The provisions of Article 5 of Regu- 
lation S-X contain a general statement of 
the details to be shown in balance sheets 
and income statements filed by commer- 
cial and industrial companies. Such re- 
quirements are, however, supplemented 
by and subject to the general rules con- 
tained in Article 3. Rule 3-06 thereof 
provides, on the one hand, that, in ap- 
plying the requirements to the circum- 
stances of an individual case, there shall 
be given, in addition to the required in- 
formation, such further information as 
is necessary to make the required state- 
ments, in the light of the circumstances 
under which they are made, not mislead- 
ing. 

“On the other hand, Rule 3-02 provides 
that, if the amount to be shown under 
any particular caption is not significant, 
the caption need not be separately set 
forth. The effect of these two general 
requirements is to require the disclosure 
of significant information not specifically 
called for, but to permit the omission of 
information, even though covered by a 
specific requirement, if the item involved 
is not significant. 

“It should be pointed out, however, 
that in some cases the significance of an 
item may be independent of the amount 
involved. For example, amounts due to 
and from officers and directors, because 
of their special nature and origin, ought 
generally to be set forth separately even 
though the dollar amounts involved are 
relatively small. Likewise, disclosure of 
the various types of surplus, the impor- 
tant reserve accounts, and, under present 
conditions, the accrued liability for taxes 
is of importance. 

“In the same way, in the corporate in- 
come statement of a company having 
large investments in subsidiaries or in the 
securities of unaffiliated companies, the 
disclosure of income from dividends and 
interest is mecessary irrespective of the 
amount, since the absence or smallness of 
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Reports to Stockholders Acceptable to SEC 
for 10-K Filing in Some Cases 


dividend and interest income is of as 
great importance as the exact amount 
thereof. 

“In the income statement generally, it 
is important that the major elements such 
as sales and cost of sales, substantial items 
of other income and income deductions, 
and the provision for income and excess 
profits taxes be separately disclosed, un- 
less to do so would violate the provisions 
of the Code of Wartime Practices. Finally, 
care should be taken that the necessary 
descriptive and explanatory footnotes ap- 
plicable to the particular statements are 
set forth. 

“On the other hand, the combination 
under a miscellaneous caption of minor 
items among the current assets or liabili- 
ties resulting from the ordinary course of 
business, or their combination with 
closely similar items that are large in 
amount, is, in my opinion, permissible 
and, where minor items are numerous, 
would tend to improve the legibility of 
the statements. Similar combinations ap- 
pear to be permissible within the other 
major categories of items customarily ap- 
pearing in the financial statements, such 
as deferred charges, prepaid expenses, and 
fixed assets. Generally, however, con- 
densation in the balance sheet would not 
appear appropriate with respect to an 
item amounting to more than 10 per cent. 
of its immediate category, such as de- 
ferred charges, or more than 5 per cent. 
of total assets. Where, however, the im- 
mediate category is less than 5 per cent. 
of total assets, it would generally ap- 
pear permissible to combine all com 
ponents of the category under a suitable 
caption. 

“If such condensation as may exist in 
the financial statements included in the 
regular annual report to stockholders has 
been made along the lines indicated, such 
financial statements would in my opinion 
substantially conform to the requirements 
of Regulation S-X and could therefore, 
under the recent amendment to Form 
10-K, be incorporated by reference in an- 
nual reports on that form. Of course, 
care should be taken that the captions 
used are not such as to be misleading.” 

Form N-30A-1, the annual report form 
for investment companies subject to the 
Investment Company Act of 1940, has 
been amended in the same manner 4s 
Form 10-K. While the discussion above 
relates to the financial statements of com- 
mercial, industrial and utility companies 
using Form 10-K, comparable principles 
are applicable to investment companies 
using this form. 
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NEW SOCIETY'S 
FIRST MEETING 


The first annual conference of the 
Technical Valuation Society, held De- 
cember 12, provided a forum for dis- 
cussion of numerous topics of interest 
to controllers. The Controllers Insti- 
tute of America was officially repre- 
sented at the meeting by Mr. Henry F. 
Storck, member of the Committee on 
Postwar Controllership Problems, and 
treasurer of Ford, Bacon & Davis. 

Interesting points in this forum: 


1. Attempts to avoid expense may 
be costly in destroying the full utility 
of records. Frequently more money is 
spent in avoidance of regulatory re- 
quirements than would be necessary 
for the complete . satisfactory installa- 
tion of efficient property records. 

2. The use of cost indices is justi- 
fied by the economy and possible te- 
sults. It is the misuse in practice that 
has been condemned by the courts. 
The published indices are set up on 
specific and limited bases and are not 
applicable to measure the trend of 
costs on individual properties. The 
cost indices for acceptable application 
should be set up in accordance with 
the ratios and kind of material and 
labor existing in the particular prop- 
erty to which they are to be applied. 

3. The shortened life of one asset 
may increase depreciation and dimin- 
ish the life of related assets. Efficiency 
is not a measure of depreciation: a 
candle maintains its efficiency to the 
end, but depreciates in accordance with 
the hours of service. Changing price 
levels will increase or decrease the eco- 
nomic service loss from time and use. 
Regulation imposes certain limitations 
on depreciation allowances, and “‘al- 
lowed” depreciation for a period may 
differ from economic depreciation. 

4. Reorganizations require the full- 
est consideration of valuations, as 
should mergers, acquisitions, purchases 
and other financing. Book costs are an 
unreliable basis, and reproduction costs 
are but an element for consideration. 
Value is the present worth of the rea- 
sonable prospective earnings of an en- 
terprise. This measurement is modified 
by the character, extent and utility of the 


assets; the fixed property charges; the 
market or liquidation value of assets not 
required to produce earnings; the ade- 
quacy of working capital, and the rate 
of capitalization. 

5. Accelerated production and de- 
ferred maintenance and replacements 
are reducing asset values. The tre- 
mendous rate of improvements in pro- 
duction equipment and processes and 
the introduction of new materials in- 
crease obsolescence rapidly. Price and 
wage controls, changes in the efficiency 
of production and in the costs per man 
and per machine hour, also influence 
values. 

6. The loss in values through de- 
terioration and obsolesence goes on in 
spite of depreciation limitation for in- 
come tax purposes. The appraiser must 
consider the whole economic back- 
ground of a rapidly changing economy 
in order to fulfill his mission. 

Speakers at the forum included: 
Milo R. Maltbie, chairman of the New 
York State Public Service Commis- 
sion; C. W. Kellog, president of the 
Edison Electric Institute; Benjamin L. 
Smith of Whitman, Requardt & Smith, 
consulting engineers; C. Beverly Ben- 
son, consulting engineer for the New 
York State Public Service Commis- 
sion and the City of Cleveland; Wil- 
liam J. Casey, chairman of the Board 
of Editors of the Research Institute of 
America; Thomas E. Schanlon, con- 
troller of the Office of Internal Reve- 
nue Department, Second District, New 
York; Lawrence Gilaryi, financial ana- 
lyst of the SEC Reorganization Unit, 
Corporate Finance Division; and Jos- 
eph B. Klainer, consultant in original 
cost studies, and management. 


BIG HELP IN MAKING DECISIONS 


ARTHUR R. TUCKER, 
Managing Director 
I find one of the biggest helps to us 
who are responsible for making decisions 
in respect to most complicated financial 
matters arising from Government regu- 
lations, tax laws, and so forth, is the sub- 
ject matter contained in ‘The Controller,” 
as the discussion printed therein materi- 
ally assists in formulating opinions and 
striving to attain a proper balance of 
things. 
L. G. ROWE 
Treasurer, White-Rodgers Electric 
Company, St. Louis 
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“DO WE WANT A FEDERAL SALES 
TAX?” by Charles O. Hardy. Pamphlet 
No. 48. Published in January, 1943, by 
The Brookings Institution, Washington, 
D. C. 47 pages. Price 25 cents. 

This timely subject is being currently 
discussed everywhere and the publishers 
are to be congratulated on the publication 
in January, 1943, of the study so recently 
made. The pamphlet is based on research 
which “was made possible by funds 
granted by The Maurice and Laura Falk 
Foundation, of Pittsburgh. The Falk 
Foundation, however, is not to be under- 
stood as approving or disapproving by 
virtue of its grant any of the statements 
and views expressed in the pamphlet. 

As early as on Page 2 the important 
statement appears, ‘There is a very strong 
case in favor of levying a retail sales tax 
at this time.’ Thus far, the author writes, 
the financial plans of the Second World 
War have been extremely conventional— 
the present war having brought nothing 
new in finance except the price ceiling 
and the control of consumer credit. We 
are still guided mainly by financial prin- 
ciples that gained their prestige during 
World War I and in the depression era. 

But efforts are now under way to in- 
troduce into the federal tax structure a 
real innovation—a general retail sales tax. 
The article purposes to show that the 
very characteristics of the sales tax which 
make it objectionable under peacetime 
conditions, especially those of a depres- 
sion era, become positive advantages un- 
der conditions like those which now exist. 
To justify a sales tax, therefore, it must 
be clear that more tax revenue is needed 
by the federal government at this time, 
and, second, that it is sound public policy 
to force a curtailment of the consumptive 
expenditures of the mass of the popula- 
tion. 

The analysis presented in the pamphlet 
invokes five steps: (1) the need of the 
government for additional tax revenue; 
(2) the desirability of drawing a sub- 
stantial revenue from mass consumption 
expenditures, and hence of levying some 
kind of sales tax; (3) the advantage of a 
retail sales tax over other types of sales 
tax (4) the appropriate rates, breadth of 
application, and prospective yield of the 
proposed tax; and (5) some problems of 
administration. In an addendum (pages 
37-47) there appears a brief discussion of 
several possible alternative methods of 
accomplishing some of the purposes 


which the sales tax is intended to achieve. 
It is wholly worth while to read the 
details of the analysis which is summa- 
rized as follows: 
“It is urgently necessary that the gov- 
ernment take steps to increase the propor- 
tion of the budget that is met by taxation, 





REVIEWS of Recent Business Publications 


in order to slow down as much as possi- 
ble the growth of the public debt. 

“A sales tax would not only provide 
substantial revenue but would draw that 
revenue largely from classes that are not 
reached by other forms of direct federal 
taxation. 

“Since the sales tax would be paid 
chiefly out of income that would other- 
wise be devoted to consumption expendi- 
ture rather than to savings, it would 
lessen the possibility of price inflation. 

‘As compared with other forms of sales 
tax, a tax on sales at retail is by far the 
most desirable. 

“To lighten the burden on groups with 
the lowest standards of living, certain ex- 
emptions should be provided. This might 
be done either through issue of exemption 
coupons or through the exclusion of 
limited groups of commodities, particu- 
larly food, from the tax. 

“Collection of a retail sales tax would 
present no extraordinary administrative 
difficulty.” 

Reviewed by HaRvEY M. KELLEY 


“THE SHIFTING AND INCIDENCE OF 
TAXATION,” by Osto von Mering, Lec- 
turer on Economics, Tufts College. Pub- 
lished by The Blakiston Company, Philadel- 
phia.. 262 Pages. $3.25. 


A new presentation on the theories of tax 
shifting is given in an authoritative and in- 
teresting manner. It includes many impor- 
tant developments from significant changes 
in economic theory and studies in taxation 
that have been made in the last few years. 

The author has presented his material in 
such a manner that it should be found to 
be of real practical interest both to the lay- 
man and the specialist, in the analysis of 
taxation problems. 

Reviewed by JAMES E. PRESCOTT. 


“WAGE AND HOUR MANUAL: 1942 
EDITION,” Bureau of National Affairs, 
Inc., Washington, D. C., 1942. 1074 pages. 


$5. 

The 1942 edition of the “Wage and 
Hour Manual,” published by the Bureau 
of National Affairs, contains a cumulation, 
as of March 1, 1942, of all official material 
on the Federal Wage and Hour Law and 
other statutes regulating the wages and 
hours of employees. 

The greater portion of the manual is de- 
voted to the Federal Wage and Hour Law, 
and is topically compiled. Chapter headings 
include such subjects as: coverage, maxi- 
mum hours, records and exemptions. Each 
chapter includes all important administra- 
tive rulings (many in full text) and court 
decisions, as well as a series of questions 
and answers. The full text of the law and 
regulations appears at the end of this sec- 
tion of the manual. 

The volume gives similar treatment to 
other Federal statutes, such as the Walsh- 
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Healey Government Contracts Act, the Da- 
vis-Bacon Act, the Eight-Hour Law, the 
Anti-Kick-Back Act, and other less im. 
portant provisions controlling conditions 
of employment. 

The entire manual is topically indexed, 


“INTERMEDIATE ACCOUNTING,” by 
E. I. Fjeld, Ph.D., and Lawrence W. Sher. 
ritt, Ph.D. Published by The Ronald Press 
Company, New York. 533 pages. $4. 

Both authors of this book are connected 
with The School of Business and Civic 
Administration of The College of The City 
of New York, Dr. Fjeld is associate profes. 
sor of accountancy, and Dr. Sherritt is as- 
sistant professor of accountancy. ‘‘Interme- 
diate Accounting” is written primarily for 
use of undergraduates who have completed 
the equivalent of a basic course in Princi- 
ples of Accounting. Its scope has been lim. 
ited in order to afford a more thorough 
treatment of corporate accounting theory 
and its application. 

It covers in logical sequence, those topics 
which are directly associated with the cor- 
poration, such as the organization of the 
corporation, capital and capital stock, stock 
records, surplus, dividends, stock values, 
compound interest, investments, fixed as- 
sets, depreciation, fixed liabilities, reserves, 
funds, correction of statements, fund state- 
ments, and profit variations. Helpful charts 
and illustrative problems are abundant and 
have been carefully developed. In the treat- 
ment of the subject matter, the authors have 
kept constantly in mind the objective of 
helping the student to help himself. 


“1942 REVENUE ACT’’—a pamphlet pub- 
lished by the Research Institute of America, 
Incorporated, 292 Madison Avenue, New 
York City. 62 pages. $2. 

This analysis of the 1942 Revenue Act 
is one of a continuing series going out 
from the Research Institute of America to 
more than 30,000 business and professional 
members, in an effort to keep them in- 
formed about new developments in govern- 
ment of vital concern to them. 

The editors put in many night hours to 
get this sixty-two page analysis to the 
printer within a few days of passage of the 
1942 Act. It has to do with the following 
subjects: “Your Securities and the Income 
Tax,” “Preparing for the Victory Tax,” 
“Relief from Excess Profits Tax,” ‘‘Rene- 
gotiating War Contracts,” and ‘“Check-List 
of Refund Opportunities.” 

Ordinarily, these analyses reach only the 
membership of the Research Institute, but 
recent ones have been made generally avail- 
able because of the urgency of the times. 
This one may be had by addressing The 
Research Institute. 

Reviewed by Harvey M. KELLEY. 


“ECONOMIC CONSEQUENCES OF 
THE SECOND WORLD WAR,” by Lewis 
L. Lorwin. Published by Random House, 
New York. Price $3. Outlines and con- 
trasts the ideologies of the Axis and the 
democracies and sets forth social-eco- 
nomic trends that will dominate post-wat 
policy in the event of victory for the 
United Nations. 
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BOOK REVIEWS 








“THE UNITED STATES GOVERN- 
MENT MANUAL FOR 1942’—issued by 
the Office of Government Reports, Wash- 
ington, D. C. 700 pp. $0.75. 

“The United States Government Man- 
ual for 1942,” revised up to January 31, 
has just been issued by the Office of Gov- 
ernment Reports, the New York State 
directorship of which is now at 521 Fifth 
Avenue. 

This 700-page manual should prove in- 
valuable to business men and others hav- 
ing dealings with official Washington. 

A glance over the closely written vol- 
ume will disclose a mine of newsy infor- 
mation regarding the who, why, when, 
where and how of the Government. This 
invaluable work of reference covers the 
creation and organization, functions and 
activities of all branches. The material 
in it has been approved by the depart- 
ments and agencies themselves and is ac- 
companied by organization charts. 


“BUSINESS AS USUAL, The First Year 
of Defense,” by I. F. Stone. Modern Age 
Books, New York, 1941. 275 pages. $2.00 
Criticism of progress under the defense 
program, of ALCOA, and of dollar-a-year 
men. Recommended reading for every busi- 
ness man who feels satisfied with his de- 
fense effort. Mr. Stone suffers from a tend- 
ency to find someone to blame for every- 
thing, and there may be a question whether 
he always finds the right people, but his 
overall criticism of the defense program is 
telling, very telling. 





HOW ONE CONTROLLER 








| (Continued from page 75) | 








eral Income tax return to be filed on 
or before March 15, 1943. This should 
be read carefully for the purpose of 
recording your deductible items and 
estimating your Income tax liability for 
the year 1942, payable quarterly in 
1943, so that you will be able to plan 
to put aside each month, a certain 
amount to meet these tax payments, 
March 15, June 15, September 15 and 
December 15. 

Prior to February 15, 1943, you will 
receive a copy of Form 1099 which we, 
as employers, are required to file with 
the United States Treasury Department, 
Internal Revenue Service, showing your 
total earnings for the taxable year 1942. 
This is the amount you will declare on 
Income tax return as income received 
from the company when filing the re- 
turn on March 15, 1943. 

Supplementing the deductible items 
listed on Page 14 should be included, 
New Jersey State Unemployment Tax 
(1% on wages or salary up to $3,000.). 
This does not include Old Age Benefit 
tax of 1%, which is not deductible. 


The Controller, February, 1943 


‘Casualty Damage’ refers to loss from 
fires, storm, theft, damage to automo- 
bile, fire damage to home, furniture, 
garage and other property in excess of 
or not covered by insurance. 

In case you should not receive a 
1942 Federal Income tax return from 
the United States Treasury Department, 
Internal Revenue Service, a supply will 
be available in the Employment De- 
partment or Comptroller’s office.”’ 





| MANUAL WHICH A CONTROLLER 
PASSED ON TO HIS SUCCESSOR 


(Continued from page 77) 











erly audited and supported by au- 
thentic instruments. Ask yourself 
the following question: Would I be 
satisfied with the control if it were 
my personal checking account? 

31. Examine paid bills yourself 
from time to time to see that your 
outlined procedures and controls are 
being followed, and audits made ef- 
ficiently. 

32. Investigate periodically the au- 
dit of all operations requiring au- 
thorized signatures. See that the peo- 
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ple who audit know signatures well 
enough to recognize frauds, and that 
questionable items are being investi- 
gated. 

33. Train an understudy for each 
key position, so that when absences 
or resignations occur the work will 
proceed in a normal manner. 

34, Confirm in writing all under- 
standings and agreements of a con- 
sequential nature. Also record de- 
tails of important conversations. File 
these records, and cross-reference if 
necessary. They will be invaluable 
if a question on the particular point 
arises at a later date. 

35. Keep an employment record 
card for each person under your su- 
pervision. Review these cards from 
time to time and watch individual 
progress. Look out for the interests 
of your subordinates. 

36. Observe the Golden Rule. 
Treat all your subordinates exactly 
as you would like to be treated if 
positions. were reversed. 

37. In your leisure time, develop 
other interests aside from your work. 
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SEC Tries To Lighten Burden o 
Furnishing Information 


Seven of the rules under Reg- 
ulation S-X. of the Securities and 
Exchange Commission have been 
amended, according to an announce- 
ment released by the Commission un- 
der date of December 22, 1942. 

The Commission announced that 
the changes made are a part of a 
“comprehensive revision of the re- 
porting requirements designed to fa- 
cilitate the furnishing of information 
with a minimum burden and ex- 
pense.” 

The announcement continues: 

“The amendment to Rule 3-01 per- 
mits the statement in thousands of 
dollars of all amounts appearing in 


financial statements, thereby substan- 
tially reducing the size of the state- 
ments and the time required for 
their preparation in final form. The 
amendment to Rule 5-02 provides 
that no classification of inventories 
in contravention of the Code of War- 
time Practices shall be required in 
the financial statements of companies 
engaged in the war effort. The 
amendments to Rules 3-02, 5-04, 
12-06, 12-08, and 12-14 are designed 
to simplify and shorten the reports 
required to be filed by registrants by 
permitting under designated condi- 
tions the omission or partial omis- 
sion of certain schedules.” 





LIZATION PLAN.” 


EXCESS PROFITS TAX.” 


23, 1942.” 


TAXES.” 





RECENT PUBLICATIONS 
Controllers Institute of America 
“POLICIES AND PROCEDURES UNDER THE WAGE AND SALARY STABI- 


December 1942 
“THE ACCOUNTING TREATMENT OF THE POST-WAR REFUND OF 


December 1942 
“PROCEEDINGS—ELEVENTH ANNUAL MEETING—SEPTEMBER 21, 22, 


“WARTIME PLANNING TO MEET POSTWAR PROBLEMS.” 


“CONTROLLERSHIP: ITS FUNCTIONS AND TECHNIQUE.” 


December 1942 247 pages $1.50 
September 1942 55 pages $1.00 
August 1940 134 pages $2.08 


“ONE HUNDRED QUESTIONS AND PROBLEMS ON CONTROLLERSHIP.” 
October 1940 (companion to above) 


“CONTROLLERS’ MANUALS OF INSTRUCTION.” 


“PAPERS AND ADDRESSES, TENTH ANNIVERSARY MEETING.” 


43 pages $1.00 
October 1941 72 pages $1.00 
December 1941 270 pages $1.50 


“RECOMMENDATIONS OF CONTROLLERS INSTITUTE OF AMERICA 
WITH REGARD TO REVISIONS OF INCOME AND EXCESS PROFITS 


A memorandum submitted to Committee on Ways and Means of the House 
of Representatives on March 19, 1942, by the Committee on. Cooperation with 
the Treasury Department of The Controllers Institute of America. 

March 1942 


“CONTROLLERS’ COMMENTS AND RECOMMENDATIONS FOR IM- 
PROVEMENTS IN PRESENT INCOME AND EXCESS PROFITS TAX 
LAWS.” 

A memorandum submitted to the Committee on Ways and Means of the 
House of Representatives on May 13, 1941, by the Committee on Cooper- 
ation with the Treasury Department of The Controllers Institute of America. 

May 1941 


28 pages $1.00 


7 pages 25 


22 pages 


16 pages wp. 











The Controller, February, 1943 


WOULD MEASURE OUTPUT IN 
TERMS OF SUBPRODUCTS 


Raising the objection that any 
measurement of capacity utilization 
which permits levels in excess of 100 
per cent. is obviously in error, Irving 
S. Siegel of the United States Bureau 
of Labor Statistics, devotes an article 
in the December “Journal of the 
American Statistical Association” to 
the need for new concepts of capac- 
ity. 

In this article, which is entitled 
“The Measurement of Capacity Util- 
ization,” the author advocates meas- 
uring output, not in terms of finished 
products, but in terms of subprod- 
ucts of sufficiently short stages in the 
manufacturing process. The latter 
method, he points out, would result 
in a closer correspondence between 
activity and output. The number of 
units of finished product would be 
regarded, in such a case, as the spe- 
cific output of the “last” stage of 
fabrication instead of as the output 
of the entire plant. This concept of 
production has its analogue in capac- 


ity. 





BOOK REVIEW 











“COLLAPSE OR BOOM AT THE END 
OF THE WAR” by Harold G. Moulton 
and Karl T. Schlotterbeck. Published by 
The Brookings Institution, Washington, 
D. C. 40 pages. 25 cents. 

This booklet graphically depicts the pe- 
riods immediately following the War of 
1812, the Civil War, and World War I. 
It shows that each peace was followed by a 
short time of hesitancy, and in turn by a 
replacement boom. After this latter de- 
velopment the graphs vary and it is indeed 
an interesting and enlightening study. The 
conclusions with respect to the ocming Post- 
war Period will leave the reader in a hope- 
ful state of mind as to the future. 

The authors have succeeded in packing 
a wealth of historical data in this pamphlet, 

Reviewed by JOHN A. MurRPHY. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Il. 
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MEETINGS OF CONTROLS 








SYRACUSE 
Topic: “RENEGOTIATION OF CON- 
TRACTS” 

Mr. Frank Weeks of the Lamson Cor- 
poration, who has had extensive experi- 
ence with subject, spoke on ‘Renegoti- 
ation of Contracts’ at the regular monthly 
dinner meeting of the Syracuse Control. 
The meeting was held January 19, in the 
Industrial Club. 


SPRINGFIELD 
Topic: SUBJECTS OF CURRENT IN- 
TEREST TO CONTROLLERS 


A round table discussion of subjects of 
current interest to controllers followed 
the regular monthly dinner of the Spring- 
field Control, which was held January 19 
in the Hotel Sheraton. Four subjects were 
included in the discussion: tax savings 
clubs; preparing employes’ tax returns; 
inventory policies, and amortization and 
depreciation. 


SAN FRANCISCO 
Topic: WAGE AND SALARY STABI- 
LIZATION 


A question-and-answer forum on wage 
and salary stabilization followed the reg- 
ular monthly dinner of the San Francisco 
Control, held January 21 in the St. 
Francis Hotel. The guest speaker was 
Mr. Thomas F. Neblett, acting regional 
director of the War Labor Board, who 
discussed the Executive Order controlling 
wages and salaries and also answered 
questions on the subject submitted by 
members. Mr. Ralph Wamser, a member 
of the Control and controller of Cosgrove 
& Company, Inc., presided at the meeting. 


ST. LOUIS 
Topic: “PROBLEMS INVOLVED IN 
WITHHOLDING OF SALARIES 
AND WAGES” 

A round table discussion of ‘Problems 
Involved in Withholding of Salaries and 
Wages” featured the regular monthly 
meeting of the St. Louis Control. The 
discussion leader was Mr. R. O. Monnig, 
comptroller of the International Shoe 
Company, who is a member of the Con- 
trol. Withholding for income taxes, as 
well as for the Victory Tax, was covered 
in the agenda. The meeting was held 
January 27, in the Missouri Athletic Club. 


ROCHESTER 


Topic: “WAGE AND SALARY STA- 
BILIZATION” 


The regular monthly meeting of the 
Rochester Control, which was held Jan- 
uary 25 in the Rochester Club, was de- 
voted to discussion of “Wage and Salary 
Stabilization.” Two guest speakers par- 


ticipated—Mr. Arthur L. Stern, attorney, 
of the firm of Goodwin, Nixon, Hargrave, 
Middleton and Dean, and Mr. Howard L. 
Miller, assistant to the general super- 


visor of wage standards of the Eastman 
Kodak Company. Specific points covered 
in the discussion included rulings and 
regulations on wage and salary increases 
and bonus payments; forms to be filled 
in; penalties, and related topics. The 
members were invited to bring their in- 
dustrial relations and personnel managers 
to the meeting. 


PITTSBURGH 
Topic: “TAXES: THEIR EFFECT ON 
CORPORATE OPERATIONS AND 

POLICIES” 

A forum on “Taxes: Their Effect on 
Corporate Operations and Policies’ was 
staged jointly by the Pittsburgh Control 
and the Pittsburgh Chapter of the Na- 
tional Association of Cost Accountants at 
the former’s regular monthly meeting, 
held January 20 in the Fort Pitt Hotel. 
Mr. Hale Hill, manager of the tax de- 
partment of the Jones & Laughlin Steel 
Company, was chairman of the panel of 
experts, which also included Mr. Edwin 
S. Reno of Price, Waterhouse & Company; 
Mr. S. W. Dodge of the Pittsburgh Plate 
Glass Company, and Mr. E. M. Bennett 
of the Koppers United Company. 


PHILADELPHIA 
Topic: “USE AND OCCUPANCY IN- 
SURANCE” 


The many intricate phases of use and 
occupancy insurance, knowledge of which 
is essential in securing proper coverage 
and a satisfactory settlement of claims, 
were explained to the members of the 
Philadelphia Control at that group’s regu- 
lar monthly meeting, which was held 
February 4 in the Ritz-Carlton Hotel. 
The guest speaker on the subject was Mr. 
Walter C. Feimster, Jr., Eastern manager 
of the Fire Companies’ Adjustment Bu- 
reau, Inc., who has been associated with 
the Philadelphia office of the organization 
since 1929. He is an attorney as well as 
an insurance expert. 

Mr. Weir Mitchell, controller of the 
R. M. Hollingshead Corporation, Camden, 
N. J., a member of the Control, served 
as chairman at the meeting. 


NEW YORK CITY 

Topic: THE CONTROLLED MATERI- 

ALS PLAN 

Much valuable information regarding 
the new Controlled Materials Plan and 
the accounting procedures which will be 
required under it was imparted by the 
guest speakers at the regular monthly 
meeting of the New York City Control 
—Mr. Charles Fay, Chief of the Engineer- 
ing Board of Review of the Controlled 
Materials Plan of WPB, and Mr. Charles 
R. Simmons, Chicago management engi- 
neer and consultant to the War Depart- 
ment. Mr. Simmons is a partner in the 
firm of Griffenhagen & Associates, and 
Mr. Fay’s peacetime title was director of 
the employes accountant division of the 
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Westinghouse Electric & Manufacturing 
Co. Their papers appear elsewhere in 
this issue. 

The meeting was held in the Hotel 
New Yorker on January 20. Mr. Vin- 
cent C. Ross, treasurer of Prentice-Hall, 
Inc., and chairman of the Program Com- 
mittee, presided. 


MILWAUKEE 


Topic: “POST-WAR PROBLEMS OF 
INDUSTRY” 

Post-war problems occupied the mem- 
bers of the Milwaukee Control at the 
regular monthly meeting of that group, 
which was held January 12 in the Univer- 
sity Club. The guest speaker, whose 
topic was ‘Post-War Problems of Indus- 
try,’ was Mr. G. A. Morison, vice-presi- 
dent of the Bucyrus-Erie Company, South 
Milwaukee. Well known in industrial 
circles, Mr. Morison is active in the af- 
fairs of the National Association of Man- 
ufacturers, and recently organized an As- 
sociation Speakers Committee in the 
Milwaukee area. 


LOUISVILLE 


Topic: “RENEGOTIATION OF WAR 
CONTRACTS” 


Mr. J. Sterling Davis, a member of the 
Control, who is treasurer and assistant 
secretary of the American Barge Line 
Company and Subsidiaries, led a discus- 
sion on ‘“Renegotiation of War Contracts” 
at the regular monthly meeting of the 
Louisville Control. The meeting was 
held in the Pendennis Club on January 
27. 


LOS ANGELES 


Topic: .“FINANCIAL STATEMENT 
PROBLEMS, WITH PARTICULAR 
REGARD TO GOVERNMENT 
CONTRACTORS” 


Mr. T. G. Douglas, resident partner of 
the Los Angeles office of Price, Water- 
house and Company, certified public ac- 
countants, spoke informally on ‘Financial 
Statement Problems, with Particular Re- 
gard to Government Contracts” at the 
regular monthly meeting of the Los An- 
geles Control, which was held in the 
Clark Hotel on January 21. Mr. Douglas’: 
remarks included a discussion of the 
treatment of post-war refunds. 


KANSAS CITY 
Topic: THE VICTORY TAX 


The regular monthly meeting of the 
Kansas City Control, held January 11 in 
the Kansas City Club, was devoted to an 
open forum discussion of the Victory 
Tax. Mr. Robert S. Coons, a member of 
the Control, who is assistant secretary- 
treasurer of the Interstate Bakeries Cor- 
poration, Kansas City, acted as discussion 
leader. In addition to answering ques- 
tions and putting them to the floor for 
discussion, Mr. Coons also commented 
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on printed forms displayed by the various 
members. A_ valuable interchange of 
ideas and experience resulted. 


INDIANAPOLIS 
Topic: WAR TIME INSURANCE 
PROBLEMS 
Two speakers on wartime insurance 
problems provided food for thought at 
the regular monthly meeting of the In- 
dianapolis Control, held January 13 in 
the Indianapolis Athletic Club. The ad- 
dresses were made by Mr. Ross E. Coffin 
of the City Securities Company, Indian- 
apolis, who discussed important wartime 
aspects, and Mr. Jeff Reed of Blooming- 
ton, whose subject was “Insuring Your 
Business.” 


HOUSTON 

Topic: INCOME AND EXCESS PROF- 

ITS TAXES 

Mr. Thomas J. Reilly, tax attorney with 
the Superior Oil Company, was the guest 
speaker at the regular monthly dinner 
meeting of the Houston Control, which 
was devoted to discussion of the 1942 
Revenue Act, with particular reference to 
income and excess profits taxes. Because 
of the wide interest in the subject, mem- 
bers were invited to bring guests. The 
meeting was held January 26, in the 
Houston Club. 


HARTFORD 
Topic: CURRENT CONTROLLER- 
SHIP PROBLEMS 


Mr. H. T. Huffield, secretary of the 
group, conducted a round table discus- 
sion of current controllership problems at 
the regular monthly meeting of the Hart- 
ford Control. Topics considered at the 
meeting, which was held in the Elm Tree 
Inn, Farmington, on January 14, included 
wage and salary stabilization, accounting 
treatment for the Victory Tax, the Man- 
ning Table Plan, budgeting, post-war ad- 
justments and Executive Order No. 9240 
governing overtime on holidays. 


DISTRICT OF COLUMBIA 
Topic: “CIVILIAN GOODS INVEN- 
TORY LIMITATION” 


Dr. Eaton V. W. Read, chief of the 
wholesale and retail policy section of 
the Office of Civilian Supply of the War 
Production Board, who was one of the 
speakers at The Institute’s Eleventh An- 
nual Meeting in Chicago, addressed the 
members of the District of Columbia Con- 
trol at their regular monthly meeting, 
held January 26 in the Carlton Hotel, 
Washington, D. C. His topic was ‘“Ci- 
vilian Goods Inventory Limitation.” 

Former President John A. Donaldson 
of. The Institute, who is assistant to the 
chief of the Fiscal Branch of the Office 
of the Chief of Ordnance, was an hon- 
ored guest at the meeting. 





DAYTON 


Topic: RENEGOTIATION OF GOV- 
ERNMENT CONTRACTS 


A discussion on renegotiation of gov- 
ernment contracts featured the regular 
monthly meeting of the Dayton Control, 
held January 14 in the Van Cleve Hotel. 
Various members of the Control who 
have had actual experience with price 
adjustment boards took part in the dis- 
cussion, and suggestions regarding pro- 
cedure were made by a guest expert, Mr. 
W. B. Turner, a Dayton attorney. Part 
of the discussion period also was de- 
voted to problems arising in conjunction 
with the Victory Tax. 


CLEVELAND 

Topic: WAGE AND SALARY STABI- 

LIZATION 

Mr. Lewis M. Gill, acting regional di- 
rector of the War Labor Board, explained 
the provisions of the Executive Order 
governing stabilization of wages and sala- 
ries at the regular monthly meeting of 
the Cleveland Control, held January 12 
in the Hotel Cleveland. The speaker’s 
office serves the states of Ohio, Michigan, 
West Virginia and Kentucky. 


CINCINNATI 
Topic: “THE BUSINESS OUTLOOK 
FOR 1943” 

The members of the Cincinnati Control 
took a look into the future at its January 
meeting, guided by Dr. N. R. Whitney, 
economist of the Proctor & Gamble Com- 
pany, who spoke on the topic, “The Busi- 
ness Outlook for 1943." The meeting, 
which was held on January 12, took place 
in the Netherland Plaza Hotel. 


CHICAGO 
Topic: “MANPOWER” 
Mr. William H. Spencer, chairman of 
the Regional Manpower Commission, on 
leave as Dean of the School of Business, 
University of Chicago, spoke on “Man- 
power” at the regular monthly meeting 
of the Chicago Control. Mr. Spencer em- 
phasized the critical manpower situation 
affecting the war industries today, and 
showed how it affects controllers in the 
operation of their departments and the 
conduct of their respective industries as a 
whole. The meeting was held January 
26, in the Union League Club. 


CHATTANOOGA 

Topic: ““A DAY IN THE LIFE OF A 

WARTIME CONTROLLER” 

Demonstrating the complexities of the 
controller’s daily routine, Mr. Keith J. 
Harris, controller of the Ross-Meehan 
Foundries, who is a member of the Chat- 
tanooga Control, addressed that group’s 
regular monthly meeting on the subject, 
“A Day in the Life of a Wartime Control- 
ler.” In preparation for his speech he had 
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carefully jotted down on a memorandum 
pad every problem which came up dur. 
ing one typical day. Since many of these 
problems were common to ail who at. 
tended, the resulting discussion was 
highly interesting to all. 

The meeting, which was the regular 
monthly gathering of the Control, was 
held on January 18. 


BUFFALO 
Topic: “THE NEW TAX BILL” 
“The New Tax Bill” was the topic for 
discussion at the regular monthly meet. 
ing of the Buffalo Control, which was 
held in the Park Lane Hotel on January 
5, following a dinner. The guest speaker 
was Mr. A. E. Surdam of Amen-Surdam 
& Co. 


BOSTON 
Topic: CORPORATION FINANCING, 
“Vv” LOANS AND RELATED MAT- 
TERS 
The Boston Control met on January 26, 
to discuss corporation financing, “V” 
loans and related matters. The guest 
speaker was Mr. Roger C. Damon, as- 
sistant vice-president of the First National 
Bank of Boston. The meeting, and the 
dinner which preceded it, took place in 
the University Club. 


BRIDGEPORT 

Topic: WARTIME INSURANCE 

PROBLEMS 

Wartime insurance problems occupied 
the members of the Bridgeport Control at 
their regular monthly meeting, which was 
held January 6 in the University Club. 
The speaker was Mr. George M. Wile, 
district manager of the Arkwright Mutual 
Fire Insurance Company and the Boston 
Manufacturers’ Mutual Fire Insurance 
Company, whose address covered the fol- 
lowing points: wartime changes in nor- 
mal coverages; adequate insurable values; 
replacement cost of book values; necessity 
for appraisals, and changes in use and oc- 
cupancy coverages. 


BALTIMORE 
Topic: “WAR LABOR BOARD PRO- 
CEDURE” 

Mr. G. Kibby Munson, partner in the 
law firm of Roberts and McInnis, Wash- 
ington, D. C., was the guest speaker at 
the regular monthly meeting of the Balti- 
more Control, held January 13 in the 
Lord Baltimore Hotel. His subject was 
“War Labor Board Procedure,” a topic 
of increasing interest to controllers in 
view of the recent Executive Order stabi- 
lizing salaries and wages. Mr. Warren 
Woods, attorney, accompanied Mr. Mus- 
son and took part in the discussion pe 
riod. He was formerly special assistant 
to the chairman of the War Labor Board. 
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TWIN CITIES 
Topic: ‘GOVERNMENT WAGE 
STABILIZATION REGULATIONS” 
Mr. R. J. Hagman, assistant general 
counsel of the Great Northern Railway 
Company, spoke on “Government Wage 
Stabilization Regulations” at the regular 
monthly meeting of the Twin Cities Con- 
trol, which was held January 5 at the 
Town and Country Club, St. Paul. In his 
address, Mr. Hagman discussed the pro- 
visions of the stabilization order from a 
practical viewpoint, and told how the 
many problems so created are being 
solved. 


PERSONAL NOTES 


Mr. Claud Brown, a member of The 
Controllers Institute of America since 
November, 1939, is one of the high rank- 
ing civilians in the Price Adjustment Sec- 
tion of the Quartermaster Corps in Wash- 
ington. Before becoming connected with 
the Price Adjustment Section he was for 
twelve years with Interchemical Corpora- 
tion as controller of the Industrial Print- 
ing Ink Division of that organization. He 
has devoted considerable time to cost ac- 
counting and served as chairman of the 
cost accounting committee of the Na- 
tional Association of Printing Ink Mak- 
ers, which published a uniform system of 
cost accounting now in general use 
throughout the country. He is a graduate 
of Antioch College where he majored in 
business administration. 





BRING YOUR OWN PROBLEM, 
CONTROL SUGGESTS 


The Chattanooga Control recently 
announced a meeting as a ‘’B.Y.O.P.’’ 
affair. The initials stand for bring 
your own problem. The announce- 
ment asked each member to bring | 
one or more of his problems. The 
notice continued: 

“Those present will be asked to | 
give their experience on each of the 
problems presented so that the solu- 
tion of the problem may reflect the | 
combined experience and judgment 
of those present. | 

“If a solution of a problem of 
general interest is not developed, the | 
Chairman will appoint one or more | 
members to make a thorough study 
of the question and report on it at a 
subsequent meeting. | 

“If any controversies arise as to | 
the proper solution of a problem, we | 
may be able to arrange a formal de- 
bate of the question at some future 
meeting.”’ 

Such a program emphasizes the | 
Practical benefits of membership. 














Mr. Edward C. Prior-Leahy, formerly 
assistant treasurer, has been elected treas- 
urer of the Lawyers Trust Company, New 
York. He became a member of The Con- 
trollers Institute of America on May 1, 
1941. 


Mr. Herbert C. Davidson was elected 
on January 26, 1943, a trustee of the Con- 
solidated Edison Company of New York, 
Incorporated. He is a vice-president of 
the Consolidated Edison Company, having 
served the company in that capacity since 
1938. He became a member of The Con- 
trollers Institute of America on October 
31, 1938. 


Mr. John D. Andersen, a member of 
The Controllers Institute of America, was 
elected on February 2, 1943, corporate 
controller of Marshall Field & Company, 
Chicago. Previously he was assistant con- 
troller and since late in December 1942, 
as assistant secretary and treasurer, func- 
tioned as acting secretary-treasurer, re- 
placing Major Kibben who is now with 
the oftice of Chief of Ordnance, Wash- 
ington. Mr. James L. Palmer, also a 
member of The Institute, former corporate 
controller, was appointed first vice-presi- 
dent by the directors to succeed Mr. 
Hughston M. McBain, the new president 
and chief executive officer of the com- 


pany. 


MORE CONTROLLERS 
IN SERVICE 


The names of two additional members 
of The Controllers Institute of America 
who are serving in the Ordnance Depart- 
ment in Washington have been reported, 
in addition to those of Mr. John A, Don- 
aldson, former President of The Institute, 
who is Deputy Chief Fiscal Officer of the 
Ordnance Department, and Lieutenant 
Col. Russell M. Riggins, who is Chief of 
Depots Section, Field Service Division, 
Office of Chief of Ordnance. 

The other Institute members who are 
in that department are Mr. J. F. Toomey, 
formerly of National Dairy Products Cor- 
poration, New York City, and Mr. 
Charles Z. Meyer, formerly of the First 
National Bank of Chicago. 

Mr. Toomey is on a civilian basis. He 
is handling the fiscal work of the Ord- 
nance Department in its thirteen district 
offices, as well as that of the contractors 
on Government work who report to these 
offices. Mr. Meyer has the rank of a 
captain and is handling the fiscal work 
for the Ordnance-owned manufacturing 
facilities throughout the country, of 
which there are approximately 85. He is 
at the same time responsible for the Ord- 
mance accounting and fiscal work in all 
arsenals and supply depots throughout 
the country. Mr. Toomey and Captain 
Meyer each heads up one of the five ma- 
jor departments of the Fiscal Branch of 
the Ordnance Department. 
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CALIFORNIA WELCOMES 
FRANK L. KING 


Mr. Frank L. King was elected Execu- 
tive Vice-President of the California Bank 
of Los Angeles on January 13, by the 
Board of Directors. He previously had 
been elected as a member of the Board 
of Directors of the bank by the share- 
holders. 

Mr. King was an early member of The 
Controllers Institute of America, in Chi- 
cago, where he served as controller of 
Continental Illinois National Bank and 
Trust Company. He became a member 
of The Controllers Institute of America 
on December 28, 1933. His certificate is 
No. 272. He was active in forming the 
Chicago Control of The Institute, and 
has served as a National Vice-President 
of The Institute, a member of its Na- 
tional Board of Directors, as President 
of the Chicago Control, and as a chair- 
man and member of various committees 
of The Institute. 

The Los Angeles Examiner under date 
of January 14, said concerning Mr. King: 

“A native of Sparta, Illinois, Mr. King 
was educated in the public schools of 
that town and at the Northwestern Uni- 
versity School of Commerce. After dis- 
charge from the Army in 1919 he was a 
national bank examiner for six years 
prior to entering the commercial bank- 
ing business in Chicago. He joined the 
Continental organization in 1928. 

‘A member of the American Bankers’ 
Association’s legislative and taxation com- 
mittees, Mr. King recently has been a 
member of the association’s committee 
charged with developing the plan of 
coupon ration banking soon to be inaugu- 
rated throughout the country. He long 
has been active as a member of The Con- 
trollers Institute of America, serving for 
several years as vice-president and di- 
rector. He is resigning the presidency 
of the Chicago Chapter of that organ- 
ization to come to Los Angeles. 

“Mr. King will arrive in Los Angeles 
in a few days and immediately will take 
up his new duties, it was announced.” 





| Position Wanted 











Controller-Treasurer or Assistant 


Now employed as assistant treasurer by 
leading midwestern manufacturer of non- 
essentials who formerly conducted a 
world-wide business. Would like to 
make a change whereby present efforts 
would contribute to war effort without 
entirely sacrificing post-war future. Ex- 
cellent educational background and prac- 
tical experience in all phases of account- 
ing, including public accounting, costs, 
statement preparation, office personnel 
and management. Age 40, married, one 
child. Address “The Controller,” Box 
392. 
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The Controller, February, 1943 


Disposition Schedule Saves Labor, 
Helps to Stretch Existing Files 


Cluttering up office files with trash, 
or with records that have only tran- 
sient value, is against the public inter- 
est in wartime, when additional file 
cabinets are difficult to obtain and 
when manpower is equally scarce. Ac- 
cording to Mr. Grady Powell of Lane’s 
Drug Stores, Inc., Atlanta, who spoke 
on this subject before the Atlanta 
Chapter of the National Office Man- 
agement Association, the best way to 
save space and reduce demands for ad- 
ditional filing equipment is to see that 
only important records are preserved. 

“The first step in a program to con- 
serve filing space is to prepare a sched- 
ule for disposing of records and pa- 
pers,” Mr. Powell counselled. “Some 
papers and records must be kept for 
certain periods of time, but we must 
make it our business to see that they 
ate kept no longer than necessary. 
Such a schedule must be prepared with 
great care, due to the many factors 
to be considered. One such factor is 
the statute of limitations on debts and 
taxes. The requirements of Social Se- 
curity and unemployment compensa- 
tion laws, regulations of the Interstate 
Commerce Commission, the SEC, the 
FPC and company policy also must be 
taken into consideration. 


BUSINESS NEED NOT 
“FLY BLIND” 


Our services 
chart a safe 
course through 
problems in- 
volving income 
and other taxes. 


The AMERICAN) 
APPRAISAL Company 


/ 
yan ee IN PROPERTY ECONOMICS 


“Be sure to have a list of all records 
and papers before you start to prepare 
the schedule. You will find that some 
may be destroyed as early as 30 days 
after originating date. After you have 
covered the entire list you will have a 
lot of extra filing space!” 

The problem of storing records re- 
quired to be preserved by Government 
regulations is vexatious, the speaker 
said, pointing out that to file the re- 
quired reports for one particular com- 
pany in one year would fill 30 miles 
of filing space one standard drawer 
deep. 

Mr. Powell’s complete remarks are 
published in the February issue of the 
Noma Forum, the official publication 
of the National Office Management 
Association. 
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tractor. The loan agreement must be 
drafted by the bank not only with an 
eye to its own safety as to risk, but 
also with the other eye fixed firmly on 
the requirements of the borrower. It 
is for these reasons that we ask bor- 
rowers to correlate their borrowing as 
closely as possible to the amounts of 
their operating capital tied up in war 
production receivables and inventories. 
It is, partly for the same reason, that 
we often specify that our commitment 
be reduced by the amount of the bor- 
rower’s accrued tax liability, net after 
deducting tax anticipation notes. 

You notice I said “partly for this 
reason” for, of course, we gain in in- 
terest return if we do not allow the 
company to obtain too much of its 
operating funds from tax accruals. It 
should be pointed out also that for a 
company filing returns on an invested 
capital basis, bank borrowings often 
increase the net earnings of the busi- 
ness, but accrued tax liabilities, or 
trade debt for that matter, which pro- 
vide the same kind of operating funds, 


do not. Also government advances” 
even though requiring 214 per cent, | 
interest cannot be used to increase the 
invested capital base. 4 


LONG, COMPLEX DOCUMENT 


Perhaps I have too much simplified” 
the V guarantee. It is a long and in. | 
volved document which takes up 16 
pages of ordinary printed type. It has % 
13 sections and the last of these con- 
tains 5 mandatory provisions which 
have been adopted since the agreement 
was last redrafted, and may contain as 
many as 20 additional provisions. One 
of these called ‘‘H” offers protection 
to the borrower in the event the gov. 
ernment asks the contractor to slow 
down his deliveries. 

How many of the provisions of the ™ 
agreement will work out in practice, | 
only time will tell. It is not an exage 
geration to say that the document ig) 
imperfect in many respects—and it ig! 
interesting to know that a new draft? 
is now being prepared by the services, 
It is however probably a fair state” 
ment that no matter how well the new! 
guarantee is drafted, no matter how: 
excellent a loan agreement is prepared 
by a borrower’s bank, the confusion’ 
which could be caused by large 
cancellations on the part of the gove 
ernment, the imperfections apparent” 
in the legal documents, and those not) 
so apparent, will be such as to sore 
try the nerves of all of us. Neverthe 
less, here is a device, an insurance pol- 
icy, which intelligent management) 
should consider adapting to its owm: 
requirements. 4 


“WARTIME PRICE CONTROL,” 

George Plimpton Adams, 1942, Americal 
Council on Public Affairs, Washington) 
D. C. 163 pages, $3.00. 4 


ROBERT J. KASER 


Mr. Robert J. Kaser, a member of thé 
Dayton Control, Controllers Institute OF 
America, passed away suddenly on the ever 
ning of February 1. He was pronounced’ 
dead on arrival at Miami Valley Hospital 
after collapsing on the street while waitil 
for a bus. He was auditor of The McCak 
Corporation and had been with the come 
pany for fifteen years. He was past hig 
priest of Jefferson Lodge, Middletown, am 
a member of Dayton Commandery, Knigh 
Templar. Mr. Kaser is survived by his 
Mary C. Kaser and two sons. 





